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PART II 


7. SUGGESTIONS FOR THE INTEGRATION OF INCOME TAX 
WITH ACCOUNTANCY PRINCIPLES 


The scope of this lecture does not permit 
of any exhaustive analysis. There are a 
number of matters, however, of prime im- 
portance for our subject :— 


(a) Concepts of Income and Profit 


The concept of income is fundamental in 
accountancy as in income tax, for once in- 
come has been ascertained the way is open 
to ascertain the expenditure incurred in 
deriving that income. One writer said that 
“accountants have no complete philosophi- 
eal system of thought about income.’’!* On 
this an apologist for the accountants com- 
ments that ‘‘that statement is all too true. 
Accountants, like business men, are too 
deep in practical affairs to be philioso- 
phers.’”!® This state of affairs must cease 
if accountancy is to take its proper place 
a a social science, and that is one reason 
why the Commonwealth Institute has spon- 
sored these annual research lectures. 

The submission is here made that ac- 
countancy and income tax both look to 
economics to define and delineate the con- 
cept of income. It is one of the greatest 
satisfactions of an accountant that while 
‘economists’’ often with impunity may be 


armchair theorists, accountants are on the 
firing line of business, and their weapons 
of theory feel the full shock of the battle.’’° 
Both income tax laws and accountancy 
principles have had to develop a money 
concept of income for their special pur- 
poses rather than a concept of wealth, and 
it is only to be expected that the over-all 
application of the former would result in 
a less elastic concept than the latter, which 
is primarily concerned with particular in- 
come-earning entities. The dependence of 
income tax upon economic theory is exem- 
plified by the notions of fixed and circu- 
lating capital, which, originating with 
Adam Smith, have permeated legal de- 
cisions upon income tax questions right 
down to the present day. Only last year 
the High Court refused to treat a loss of 
spare parts by an airline company as a 
deductible item on the ground that it was 
not a loss of circulating capital, and 
thereby outraged accountancy thovght on 
the problem.*! 

Professor J. R. Hicks has defined income 


thus: ‘‘a person’s income is what he can 
consume during the week and still expect 
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Taxation and Accountancy Principles—continued 


to be as well off at the end of the week as 
he was at the beginning.’’? Professor 
Fetter is on the same track when he speaks 
of it as ‘‘something additional and avail- 
able for consumer’s use without depletion 
of a formerly existing physical stock of a 
financial capital fund.’’** The close rela- 
tionship of the concepts of income as seen 
from the three viewpoints is indicated by 
Lt. Charles J. Gaa in these words: ‘‘If the 
economic concept of income is modified to 
fit practical business conditions and diffi- 
culties it becomes a concept which is, in 
reality, a logical accounting conception. 
Will the composite picture thus established 
be satisfactory for income tax purposes? 
An affirmative answer is indicated.’’** The 
most suitable concept of income for both 
accountancy and income tax purposes, he 
concludes is ‘‘the net realized increase of 
economic power from all sources measured 
in terms of money between two points of 
time, excluding additional investments and 
withdrawals of capital.’’ 


It is at once evident that these concepts 
of income refer to net income or net profit, 
i.e. the gross income less expenses. For 
both income tax and accountancy, a closer 
analysis is needed. The former requires 
ascertainment of ‘‘assessable income’’ in 
the sense of gross receipts and ‘‘allowable 
deductions’’ to arrive at ‘‘taxable income.’’ 
The latter looks to ‘‘gross revenue’’ and 
seeks to match the appropriate costs 
against it to arrive at ‘‘net profit’’ or ‘‘net 
income.’’ The approach is so similar that 
it is not surprising that the points of differ- 
ence are in matters of detail. They are in 
fact so similar that a reconciliation may be 
sought with confidence. In this, the 
economist could help a great deal if he 
would propound his concepts in more de- 
tail and apply them to particular items of 
income and outgo. This is especially needed 
now that a call has developed for considera- 
tion of the changing values of money in 
deciding whether ‘‘the tree’’ from which 
‘‘the fruit’’ was picked or ‘‘the land’’ 
from which ‘‘the crop’’ was taken or the 
‘‘formerly existing physical stock’’ has 
been depleted during the accounting 
period. George O. May recently said: ‘‘I 
am more than ever convinced that the most 
generally useful concept of business income 
in the foreseeable future will be one which 
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contemplates charges against revenue being 
stated as nearly as possible in terms of 
units of the same purchasing power.’ 

The implications of this trend are stag- 
gering, and accountants cannot work them 
out without the help of economists. The 
pressure of this new thought is already in- 
sistent in the demand for goods sold to be 
costed out at replacement values, or on the 
LIFO principle, and for depreciation to 
be charged on the cost of replacement or 
on some basis which takes account of the 
current purchasing power of money. These 
demands can be expected to become more 
insistent as the purchasing power of money 
further declines and as the weight of taxa- 
tion becomes heavier. 


(b) Special Points Relating to Income 

Points of divergence between accoun- 
tancy and income tax concepts of income 
are found in the following cases :— 

(i) Income received but not earned— 
A premium for a lease, rent paid in ad- 
vance, sums paid for services to be ren- 
dered in futuro, royalties paid in advance 
are normally assessed to income tax in the 
year of receipt. Where these classes of 
income can be allocated to specific periods 
and this is done in a taxpayer’s books, 
there seems to be no good reason why the 
same procedure should not be authorized 
for income tax accounting also. 

(ii) Income earned but not received— 
The accrual basis is mostly adopted for 
business accounting, and the Revenue is 
usually content to tax income thus brought 
to account in advance of receipt. 

Non-business income is usually assessed 
on a cash received basis. There is no war- 
rant for this in the wording of the assess- 
ment Act, but the legal view is that ‘‘ where 
there is nothing analogous to a stock of 
vendible articles to be acquired or pro- 
duced and carried by the taxpayer, where 
outstandings on the expenditure side do 
not correspond to, and are not naturally 
connected with, the outstandings on the 
earnings side, and where there is no fund 
of circulating capital from which income 
or profit must be detached for actual en- 
joyment, but where, on the contrary, the 
receipts represent in substance a reward 
for professional skill and personal work to 
which the expenditure on the other side of 
the account contributes only in a subsidi- 
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Taxation and Accountancy Principles—continued 


ary or minor degree, then I think accord- 
ing to ordinary conceptions the receipts 
basis forms a fair and appropriate founda- 
tion for estimating professional income. 
But this is subject to one qualification. 
There must be continuity in the practice 
of the profession.’’*¢ 

The ‘‘eash basis’’ has practical advan- 
tages in certain cases, but as a criterion of 
income or profit is far removed from ac- 
countaney principles. The onus here lies 
upon accountants to extend proper ac- 
counting practices as widely as possible. 

(iii) Income received but earned in a 
previous period.—Where such income has 
been brought to account and taxed in the 
year of accrual, no problem arises. Many 
eases have turned upon the right of a tax- 
payer to re-open the accounts of past years 
to bring to account income subsequently re- 
ceived which was not brought into the 
books at the time. The law here is some- 
what flexible. In one case a dairy company 
received a refund in 1924 of licence fees on 
milk purchased in 1920. It was ‘held that 
the amount was income of 1920. Rowlatt, 


J., stated: ‘‘the principle of re-opening ac- 


counts is now established; it is to be hoped 
it is not to be applied every day, because it 
would be very difficult to administer the 
Income Tax or for companies in business 
to administer their affairs. But where im- 
portant results depend upon it, at any rate 
the principle has been established.’’** 

The limit to re-opening was set in 
another case where it was stated that ‘‘ac- 
counts for a past year can only be re- 
opened to let in new matters when these 
new matters have arisen by reason of the 
development of something which was in- 
herent or implicit, or had its root or its 
germ in the period to which relation back 
is asked for.’’*5 These principles are by no 
means counter to those of accountancy. 
The usual practice of accountants is to 
deal with adjustments of past years’ profits 
in surplus or appropriation account where 
the residue of those profits is found. 

The present position in regard to income 
from employment is anomalous, for the 
Revenue—not without authority—has con- 
sistently refused to assess on any other 
basis than the sum paid or credited and 
available in a given year, irrespective of 
the period in which the emoluments were 
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earned. This can create hardship where 
remuneration earned over a period greater 
than one year is received in a lump sum 
and taxed at a swollen rate. In such cases 
justice, in common with accountancy prin- 
ciple, demands an adjustment to spread 
the income over the appropriate years. 

(iv) Change from a ‘‘cash’’ to an “‘ac- 
crued’’ basis of accounting and vice versa. 
—The law as established here is that when 
a change is made, the accounting period in 
question is to be considered irrespective of 
what was done previously. This can lead 
to injustice to the Revenue on the one hand 
and to the taxpayer on the other. 

If the change is from accrued to cash 
basis, cash received in the year of change 
must be taxed though the same income was 
already taxed when brought to account as 
accrued in the previous year.”® Conversely, 
when the change is from a eash to an ac- 
erued basis, income earned in the previous 
year but received in the next would escape 
tax altogether. This state of affairs over- 
looks the fact that the allocation of income 
to specific periods is purely an arbitrary 
division. The real profit or loss of an 
undertaking is not determinable until it is 
finally wound up. 

(v) Uncompleted transactions.—Gener- 
ally, in both income tax and accountancy, 
profit is considered to arise at the moment 
when goods are sold. Where the construc- 
tion of a unit such as a bridge or a war- 
ship extends over more than a year, it is 
permissible in accountancy to bring por- 
tion of the estimated profit into account at 
the end of each year, after making full al- 
lowance for all contingencies. The ten- 
dency in the U.S. is towards ‘‘a greater 
readiness to take credit for profit on un- 
completed transactions.’’ The nature of 
accountancy is dynamic, and flexibility in 
the assessment Act is required in matters 
such as this lest it become a barrier to pro- 
gress. 

(vi) Dividends and bonus shares— 
Seligman holds the view that ‘‘if the cor- 
poration tax simply forms a part of a gen- 
eral scheme of income taxation, as in 
England or Italy, the shareholder must 
indeed be exempted....To tax both cor- 
poration and individuals on their income 
would really be double taxation.’’° 

This principle was recognized in Com- 
monwealth income tax until 1940. Up to 


ce 


‘ 
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Taxation and Accountancy Principles—continued 
1922 companies were taxed on their undis- 
tributed profits, and shareholders on divi- 
dends received. From 1923 to 1939 com- 
panies were taxed and shareholders were 
taxed, but a rebate was allowed to the lat- 
ter to offset the tax paid by the company. 
In 1940 these rebates were withdrawn as 
an emergency measure to raise further 
revenue for war finance. The Royal Com- 
mission in 1933 recommended that the re- 
bate system be maintained—vide First Re- 
port, para. 60. This gives point to any new 
arrangement whereby shareholders in com- 
panies are enabled to claim credits for 
company taxes. 

Dividends paid by a subsidiary company 
to a parent out of profits earned prior to 
the acquisition of the shares in the former 
are not in principle available for dividend ; 
they are a return of the capital outlay and 
should be credited against it in the parent’s 
books. Income tax is nevertheless payable. 

Dividends paid by a company out of 
profits arising from the revaluation of 
assets not acquired for re-sale are exempt if 
satisfied by the issue of bonus shares (s. 
44 (2) (b) (iff) ), but dividends paid out 
of profits realized on the sale of the same 
assets are taxable. Dividends paid out of 
certain income derived and taxed abroad 
are taxable, though the income is exempt 
in the company’s hands (s. 23 (q)); yet 
income from certain types of mining is 
exempt both in the hands of the company 
and the shareholder who receives it by way 
of dividend (s. 44 (2)(b), (¢), (d)). 

‘‘Dividend’’ in the assessment Act ex- 
tends by definition to ‘‘any distribution 
made by a company to its shareholders’’ 
excepting ‘‘a return of paid up capital’’ 
(s. 6). So to pay out a shareholder his 
share of a company’s assets would involve 
tax on the excess of the value received over 
the amount paid up on the shares. Yet if a 
company goes into liquidation an analysis 
of distributions to shareholders is made 
and only that part which was income of the 
company is taxed (s. 47). 

In England the capitalizing of trading 
profits and issue of bonus shares does not 
involve the shareholders in tax (J.R. 
Comrs. v. Blott (1921), 8 T.C. 101). In 
Australia it does. The 1934 Royal Com- 
mission recommended ‘‘that the treatment 
of bonus shares and dividends should be 
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uniform.’’ This principle has now been 
departed from in regard to profits arising 
from the issue of shares at a premium and 
from the revaluation of assets. Economi- 
cally the test is: do the bonus shares in. 
erease the shareholder’s taxable capacity 
or has he merely more pieces of paper rep- 
resenting a title to the same equitable in- 
terest in an aliquot part of a company’s 
assets? With this aspect in view, it is sig- 
nificant that the 1921 Royal Commission 
recommended that ‘‘bonus shares should 
not be treated as liable to income tax in 
the hands of the recipient shareholders”’ 
(First Report, para. 135). 


Thus the treatment of dividends has 
fallen far out of line with accountancy 
principles, and requires a thorough re-ex- 
amination. Too much reliance has been 
placed on expediency, justifiable certainly 
in war-time, but not in perpetuity. 


(c) Special Points Relating to 
Expenditure 


‘*All income and all expense should be 
correctly allocated to the periods to which 
they apply.’”* 

The ‘‘determination of income earned 
and expenditure incurred in earning that 
income and the matching of one with the 
other is the major accounting problem.’ 


These two statements contain the kernel 
of the principles involved. Income tax, on 
the other hand, is not the least bit con- 
cerned with matching expenditure against 
income. The test, in general, of a dedue- 
tible item is whether it was ‘‘ineurred’’ in 
the accounting period, and whether it is 
of the quality of revenue expenditure, i.e. 
directed towards producing assessable in- 
come in the past, present, or future. Here 
lies a root cause of trouble. Insurance 
premiums, rates and taxes, advertising, 
rent, interest, stationery, and office supplies 
may be paid for in a given year but relate 
to the future. Though accountancy prin- 
ciples require them to be carried forward 
as prepaid expenses, the tax laws usually 
allow the deduction in the year of pay- 
ment. In practice some latitude is unoffici- 
ally allowed if the items are of minor im- 
portance. Other items such as establish- 
ment losses, if deductible at all, must be 
deducted in the year when incurred (sub- 
ject to the provisions of s. 80, dealing with 
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Taxation and Accountancy Principles—continued 
the carrying forward of losses), notwith- 
standing that established accounting prac- 
tice may sanction a writing off over a 
period of years. 


The accounting principles here, as 
enunciated by Sanders, Hatfield and 
Moore, are that :— 

(a) items which have a definite time in- 
cidence, e.g. insurance, rates, should 
be written off over the periods to 
which they apply; 
those which depend on rate of con- 
sumption, e.g. prepaid advertising, 
should be written off according to 
the amount consumed or exhausted ; 
those which have an interminable 
incidence, e.g. establishment ex- 
penses, should be written off accord- 
ing to competent judgment applied 
to the circumstances of the case. 


The first two could be adopted for in- 
come tax purposes without fear of uncer- 
tainty. The third is met to some extent by 
the provision for carrying forward of losses 


for up to seven years. Beyond that the 
Treasurer may well expect a closer analysis 
and authoritative pronouncement from a 
representative accountancy body before 
any further latitude is given. 


Treatment of the items which follow are 
especially productive of divergence be- 
tween tax and accountancy :— 

(i) Depreciation —Both systems recog- 
nize that the consumption of assets such as 
plant and machinery must be allowed for 
before net profit is ascertained. Both base 
the allowance on historical cost. Rates of 
depreciation set out in I.T.O. 1217 are 
reasonable and are generally followed in 
accounting. It is surprising, therefore, 
that it is the rule rather than the excep- 
tion for differences to arise in assessments. 
This is often due to errors or arbitrary 
calculations for which the accountants 
must accept responsibility. At times, a tax- 
payer decides to amortise an asset at a 
higher rate than is allowed by income tax 
tules. Here the latter should yield if the 
reason is good enough, especially as the 
fixing of the rate is in the discretion of the 
Commissioner (s. 55). It is anomalous 
that the schedule rates are the same 
whether depreciation is written off on fixed 
ost or the redueing balance. 
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The special initial allowance under 
s. 57 A is a benevolent attempt on the part 
of the legislature to meet a real problem: 
higher replacement costs. It is utterly 
opposed to accountancy principle, how- 
ever, and, indeed, to logic, for who could 
contend that the greatest loss by wear and 
tear takes place in the first year, or that 
40% of the cost is a proper charge against 
that year’s income, especially when the 
purchase was made late in the year—even 
on 30 June. 

We must go back to first principles. De- 
preciation allowances are a means of 
spreading the cost of an asset over its 
effective life, and the proportion of the cost 
consumed is part of the cost of production. 
If money values remained constant, and if 
amounts equal to the depreciation charge 
were set aside annually, there would be 
enough money in hand at the end of its 
effective life for the asset to be replaced. 
That is the result of charging deprecia- 
tion, not the reason for doing so. Many 
units are not replaced, and when they are 
the new unit is usually of a more modern 
type. 

Rising replacement costs of recent years 
have caused accountants to go back to the 
economic concepts of income. These seem 
to require that the ‘‘formerly existing 
physical stock’’ must be maintained. This 
ean only be done if depreciation is caleu- 
lated with regard to current money values. 
If a group of machines costing £1000 is 
written off over ten years, but the cost of 
an identical group has risen to £2000, it 
may be said that half the previously exist- 
ing stock has disappeared, for the £1000 set 
aside would only buy half the original 
number of machines. Put another way, if 
£100 were written off in a year, but the 
cost of replacement had doubled, it would 
cost £200 to make good the wastage. 

Following this line of argument in re- 
gard to the rise in cost of replacement of 
inventories and plant, Professor Sumner 
H. Slichter estimates that in three years 
American corporations have overstated 
their profits by $16,400,000,000.** 

Against this it has been argued that re- 
placement cost accounting discriminates 
unfairly against the person who invests his 
savings in bonds as against him who in- 
vests in equities. The latter recovers his 
original savings plus additional funds to 
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Taxation and Accountancy Principles—continued 
enable replacement of equipment and 
stock; the former only his savings. There 
are two answers to this: (1) that the in- 
vestor in bonds does not receive back even 
his savings if the currency in which they 
are repaid is depreciated; (2) the practice 
is already developing of requiring debts to 
be repaid in money of equivalent purchas- 
ing power. There lies a pretty problem, for 
the nominal surplus received will un- 
doubtedly be assessable to income tax un- 
less the law is amended. 

The whole subject of depreciation and 
replacement requires most careful con- 
sideration in the light of these trends. 
While the accountancy principles are being 
hammered out, it may be possible for some 
income tax concessions to be made by the 
government in respect of income set aside 
for replacement of fixed assets—especially 
now when the need is for capital equip- 
ment to increase productivity. 

Finally, there is the question of the 
amortisation of expenditure upon assets 
such as buildings and patents which are 
also consumed or exhausted in the process 
of producing income. 

(ii) Valuation of trading stock.—Little 
ean be said on this subject which is not 
mere repetition. The three alternatives 
offered by s. 31—cost, market, or replace- 
ment price—do not fully express modern 
accountancy thought. The American tax 
laws have now recognized LIFO as an ac- 
ceptable basis of valuation, i.e. inventories 
are assumed to be exhausted by sales in 
the inverse order of acquisition of the goods 
sold. Both this and the practice of charg- 
ing current or replacement costs have an 
equalizing effect on profits. One writer 
recommends that the difference between the 
replacement cost of goods sold and their 
original cost should be transferred to a 
stock replacement reserve and net income 
reduced accordingly in periods of rising 
prices. Conversely, when prices are falling 
and original costs are higher than cost of 
replacement, the difference would be 


charged to reserve and net income corres- 
pondingly increased.** 

This might be a two-edged sword. What 
is needed is a provision in our Act along 
the lines of the U.S. Internal Revenue Code 
s. 22 (c) : ‘* Whenever in the opinion of the 
Commissioner the use of inventories is 
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necessary in order clearly to determine the 
income of any taxpayer, inventories shall 
be taken by such taxpayer upon such basis 
as the Commissioner...may prescribe as 
conforming as nearly as may be to the best 
accounting practice in the trade or busi- 
ness and as most clearly reflecting the in- 
come.’’ 

Such a section would be accompanied by 
rulings which would have to be kept con- 
stantly up to date by close liaison with ae- 
countancy thought. 

(iii) Losses of previous years.—These 
may now be carried forward and deducted 
from profits for seven succeeding years 
(s. 80). The words of the late Mr. A, 
Clunies Ross in an earlier research lecture 
are still apposite: ‘‘It is difficult to see any 
justification for terminating the effect of a 
toss before it is in fact recouped out of 
proats.”’ 

(iv) Provisions for liabilities —Account- 
ing principles require that all known or 
expected liabilities be provided for before 
the profit is struck. This requires the set- 
ting up of provisions where claims are not 
yet quantified. Income tax requires some- 
thing tantamount to a legal obligation. 
‘** *Tneurred’ does not mean only defrayed, 
discharged or borne, but rather it includes 
encountered, run into, or fallen upon... 
it does not include a loss or expenditure 
which is no more than impending, threat- 
ened or expected.’’*® 

A company is in the habit of paying a 
staff bonus after the year’s results are 
known. Accountancy requires provision to 
be made for the impending loss or outgoing 
recognizing it as a charge in arriving at 
the year’s profits. The Board of Review 
held, in an unreported case, that it was 
not deductible, not having been “‘in- 
eurred’’ before 30 June. 

The clash between two principles is 
obvious. Accountancy leans towards cou- 
servatism as a brake upon extravagance; 
income tax must see that the revenue is 
protected against dishonest deferment of 
income. Reconciliaticn can only come when 
accountancy principles have been worked 
out in detail and standards set and prac 
tised for specific categories of liability. For 
deciding questions of this nature some 
board or panel representative of accoul- 
tants is essential. But reconciliation should 
be attempted because cases of hardship 
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Taxation and Accountancy Principles—continued 
arise when outgoings are deducted in 
profit and loss account in one year and in 
the tax assessment in the next. Companies 
may easily find that they are unable to 
obtain a full deduction for dividends paid 
under s. 103 or s. 160 C because there is a 
divergence between net profit and taxable 
income each year though for the two years 
combined they agree exactly—cf. 10 
C.T.B.R. Case 25. 

There can be no doubt that the setting 
up of reasonable provisions ‘‘should be 
given a more respected position in view of 
the need for a more complete accounting 
treatment of the ramifying transactions re- 
lated to any single fiscal period’’ and that 
this will ‘‘give the investor the benefit of 
calculated managerial judgment, which can 
be supported by a means already thorough- 
ly forged for the purpose—the opinion of 
the certified public accountant.’ On the 
reliability of the last clearly depends any 
recognition for income tax purposes. 

(v) Developmental expenditure, or ez- 
penditure of an initial character.—Often it 
is doubtful whether expenditure incurred 


before revenue begins to come in is of a 
capital or revenue nature. 
Costs of excavating, dredging, initial re- 


pairs, surveying, planning, market re- 
search, trial runs of machinery, testing and 
experimentation may not create capital 
assets nor improve existing assets, yet they 
do not directly produce any income or rep- 
resent an incident in the carrying on of a 
business. For income tax purposes, there 
is a tendency to say that they are in- 
eurred ‘‘once and for all,’’ or enure ‘‘for 
the enduring benefit of a trade,’’ and so 
are of a capital nature and not deductible. 

Other examples are found in the pur- 
chase of unexecuted contracts to be com- 
pleted by the purchaser and the acquisition 
of certain rights, e.g. to remove soil, sand, 
gravel, or coal—all of which have been held 
not to be deductible.** 

Where accountancy principles require 
outgoings such as these to be written off, 
either in one year or over a term of years, 
there is a strong case for a deduction under 
the income tax laws. Obeisance has already 
been made to the principle in ss. 69 and 
70 (timber and timber rights), s. 73A 
(scientific research), and s. 75 (prepara- 
tion of land for agriculture ete.). 
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(vi) Removal expenses—Here is a 
source of much irritation. A cafe propri- 
etor is given notice to quit and moves three 
doors down the street. The removal costs 
set him up in a position no better than 
before. No deduction is allowed in his in- 
come tax (see 5 T.C. 168, 10 C.T.B.R. Case 
40, 11 C.T.B.R. Cases 61 and 62). The 
Commissioner has ruled, however, that cost 
of removal and re-installation of plant may 
be added to the cost for depreciation pur- 
poses. 

Here surely is departure from sound ac- 
countancy principle requiring rectification. 

(vii) Costs of preparing income tax re- 
turns and conducting tax appeals.—On the 
wording of the U.K. law, the House of 
Lords has refused a deduction for the costs 
of contesting an assessment.* The wording 
of our s. 51 is broader in that it allows a 
deduction of losses and outgoings . . . neces- 
sarily incurred in carrying on a business. 
This may extend to allow the cost of tax 
appeals. 

The cost of preparing returns is allowed 
to a taxpayer in business, but not to an 
investor. Accountancy principles require 
that these categories of expense be written 
off against revenue, and there seems no 
good reason why they should not be al- 
lowed as deductions. Allowance of the cost 
of preparing returns was recommended by 
the 1920 Royal Commission, but never im- 
plemented. Perchance there has not been 
full appreciation of the saving in adminis- 
tration costs to the Treasury by reason of 
the professional preparation of returns. 

The expense of establishing the correct- 
ness of an assessment can surely be justi- 
fied as a taxpayer’s right irrespective of 
success or failure, though in the former 
event the moral claim becomes greater still. 

(viii) Donations and subscriptions.— 
Under this head many minor disallowances 
are made in assessments of amounts paid 
out by taxpayers purely as incidents in the 
carrying on of business. A claim to many 
could doubtless be upheld on appeal, but 
the amounts involved are too small to war- 
rant the expense. A broader outlook is 
called for in respect of these. 

One could go on to mention various kinds 
of legal expenses, losses caused by specula- 
tions or improvidence of employees which 
are neither bad debts within s. 63 nor em- 
bezzlement or larceny within s. 71; pro- 
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Taxation and Accountancy Principles—continued 
visions for bad debts, minor alterations, 
expenditure on leasehold premises and the 
treatment of amounts paid and received 
for goodwill, restrictive covenants and 
trade names—but time fosbids. 

It seems, however, that the adoption of 
accountancy principles in the assessment 
of income is not an impracticable objec- 
tive, nor is it likely that over a period the 
Revenue would suffer. What is required 
is the incorporation in our Act of a prin- 
ciple similar to that appearing in the 
United States Internal Revenue Code, that 
‘‘The net income...shall be computed in 
accordance with the method of accounting 
regularly employed in keeping the books 
of such taxpayer; but... if the method: em- 
ployed does not clearly reflect income shall 
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be made in accordance with such method 
as in the opinion of the Commissioner does 
clearly reflect the income”’ (s. 41). A regu- 
lation then goes on to provide that ‘‘ Ap. 
proved standard methods of accounting 
will ordinarily be regarded as clearly re- 
flecting income’’ (s. 29-41-2). 

Despite these apparently clear state- 
ments of principle, divergences have arisen 
in the United States in ‘‘the treatment of 
prepaid income, the deduction of property, 
franchise and other taxes, the treatment of 
reserves for expenses and losses and ad- 
justments applicable to prior years’ trans- 
actions.’’*® Some method of liaison with a 
body representative of the accountancy 
profession is therefore required to ensure 
that income tax and accountancy principles 
are not only brought into line but are kept 
in line. 


8. THREE CHALLENGES 


Mr. Justice Holmes once said that the 
willingness to undertake a re-examination 
of one’s first principles was the work of a 
civilized person and that the only justifica- 
tion for a rule of law is that it serves a 
socially-desirable purpose. 


The first challenge, then, is to those who 
formulate and administer the taxation 
laws to re-examine the principles involved 
and consider whether tax laws would serve 
a more desirable social purpose if they were 
integrated with accountancy principles to 
a greater extent than at present. In doing 
this, it must be recognized, as in the U.S. 
regulations, that ‘‘no uniform method of 
accounting can be prescribed for all tax- 
payers’’ and the best law ‘‘contemplates 
that each taxpayer shall adopt such forms 
and systems of accounting as are in his 
judgment best suited to his purpose’’ 
(Art. 323, Regulations 74, 1928). 

Accounting cannot be standardized to 
the exclusion of individual judgment and 
skill, but it should be governed by the 
highest principles of accountancy, and 
there is no reason why such principles 
should not be more freely accepted for tax 
purposes. 


The second challenge is to the econo- 
mists, who, with accountants, “deal in 
large part with a common group of 
phenomena.’’ They look down upon the 
financial system from the top and study 


chiefly its overall condition. Perhaps they 
are not yet convinced that ‘‘through a long 
evolution in the field a thoroughly depend- 
able accounting technic of calculating in- 
terim income has been developed upon the 
foundation of a real concept of net in- 
come.’’*° If they will now descend into 
factory and office and apply economic 
science to the practical problems of de- 
preciation, stock valuation, maintenance of 
capital, labour supply in relation to vital 
statistics, the best avenues for expansion 
of industry, give us reliable index num- 
bers where current values are required, in 
short, if they will enter into a full partner- 
ship with the accountants, much can be 
achieved to the advantage of the people at 
large—surely a justifiable end for a social 
science! The trail has been blazed by Mr. 
F. Sewell Bray and others, but it must be 
extended much further yet. The need is for 
research. Economics and accountancy are 
already linked in university studies, and 
the bond will become closer: it is in the 
hands of the economists to guide and stimu- 
late research which will assist in the for- 
mulation of the best accountancy prin- 
ciples. 


The third and most serious challenge is 
to the accountants. On them rests the re- 
sponsibility to set their goal high, to reach 
towards it themselves and to convince all 
men they are doing so. Accountants have 
been charged with :— 
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(i) being influenced in their accounting 
by considerations of policy ; 

being influenced by the require- 
ments of the income tax laws; 
being unable to agree among them- 
selves ; 

having no complete philosophical 
system of thought about income; 
having no theory of profit; 

failing over 50 years to make a 
single contribution to economic 
science over its own field of analysis 
of results of industry though pos- 
sessing practically a monopoly of 
the required data. 
These are serious charges. 


(ii) 
(iii) 
(iv) 

(v) 


(vi) 


Maybe they 


are not entirely true. But they point to the 
need for research; for the formulation of 
principles and standards; for discussion 
and agreement; for a thorough policing of 
professional conduct by the institutes (all 
accountants to my mind being members of 
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one profession); and for a campaign of 
collective advertising of the status and re- 
sponsibilities of the accountant. 

They call for the setting up of a repre- 
sentative body or panel of accountants 
which might (a) issue authoritative pro- 
nouncements on matters of accountancy, 
(b) provide for liaison with the economists 
with a view to collaboration in research, 
(ec) advise the government on accountancy 
principles in the framing of taxation 
measures, and (d) from its members pro- 
vide boards of reference in the event of an 
accountancy matter being queried by the 
Commissioner of Taxation. 

With these three challenges I conclude. 
They call for action. Some may say we are 
not yet ready, but the way to the stars is 
wont to be arduous, and, as Cardinal New- 
man said, ‘‘a man would do nothing if he 
waited until he could do it so well that no 
one would find fault with what he had 
done.”’ 
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COMMENTARY BY PROFESSOR P. H. KARMEL 


In spite of the forcible challenge which 
Mr. Greenwood issued at the end of his 
paper, he has on the whole been rather 
kind to economists—even perhaps a little 
flattering. For this lack of convention I 
take a special pleasure in moving this vote 
of thanks. 

In discussing the problem which we have 
before us tonight, we are in some danger 
of getting bogged down in a discussion of 
the mass of taxation anomalies which are 
known to exist. I feel that we should try 
to get clear in our minds what the objec- 
tives of taxation are. To me, taxation is 
simply an instrument of public policy—as 
such it is no more than one of the means 
by which the government attempts to im- 
plement what it regards as a desirable 
policy for the welfare of the community as 
a whole. Such a policy usually includes 
the provision of collective services for the 
community, e.g. education, health, defence, 
etc., the redistribution of incomes towards 
a greater equality, and the control of the 
general level of economic activity, e.g. full- 
employment policy. These objectives are by 
no means independent, and each is related 
to the others. Taxation plays an important 
role in government policy, and for some 
purposes certain forms of taxation are 
more effective than others, e.g. a sales tax 
on non-essential commodities may be more 
effective as an anti-inflationary measure 
than income tax. But for various reasons 
income taxation is a ‘‘popular’’ form, and 
it is of income taxation we speak tonight. 


The nature of any particular levy of in- 
come tax, i.e. the rates, exemptions, allow- 
ances, ete., are in the main dictated by gov- 
ernment policy ; but given this, certain gen- 
eral principles are regarded as desirable. 
Thus the levy should not treat persons in 
the same situation differently, that is anom- 
alies should be avoided, the tax should be 
certain and not arbitrary, and so on. There 
is general agreement about these. In addi- 
tion, it is usually said that the levy should 
be equitable as between different classes of 
persons. This is an ethical matter, and de- 
pends upon just how the government feels 
about such things. 

As an instrument of policy, income taxa- 
tion has both compulsive and persuasive 
aspects. Thus, if a government desires to 
correct inflationary tendencies, an increase 
in income tax, by compelling people to 
consume less, contributes to the desired 
end. On the other hand, if a government 
believes it desirable that people should have 
their lives well insured, a rebate on life 
assurance premiums may persuade people 
to prefer that form of saving to others. 
Accordingly, although the structure of tax 
rates and tax provisions may appear 
anomalous or inconsistent, it may very well 
have been formulated logically and with 
good reason. To regard taxation as a neces- 
sary evil, and perhaps: not altogether a 
necessary one, as so many of us do, seems 
to me to misunderstand the nature of the 
role of government in the modern economy. 
Perhaps the paper and discussion tonight 
may help to lay that misconception. 
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I now come to the exceedingly complex 
question of the distinction between income 
and capital. It is, of course, possible to 
have income taxes and capital taxes. How- 
ever, for the purpose of taxation we do 
want a clear distinction between income 
and capital, because these two types of 
taxes are very different in their effects on 
the workings of the economy, and an in- 
come tax designed for a particular purpose 
may have unwanted effects if it happens 
to fall to some extent on capital. Further- 
more, any confusion between income and 
capital will inevitably lead to anomalies. 
I should like to emphasize that capital 
taxes are not necessarily bad in themselves. 
Thus, in a depression a tax on accumulated 
savings might encourage people to spend, 
and in an inflation a tax on inessential 
material investment might reduce the 


pressure on the supply of goods in general. 


I am neither rash enough nor presump- 
tuous enough to offer in this company any 
eut and dried solution to the income versus 
capital question. But it seems to me that 
one must start from a definition of income 
on the highest plane of generality—such as 
the Hicks definition mentioned by Mr. 
Greenwood, which roughly amounts to de- 
fining your income over a period as the 
maximum amount you can consume over 
the period without impoverishing yourself 
in terms of real things. Such a definition 
accords both with economic theory and 
with what people really mean when they 
talk about income. Income is a flow of 
goods and services produced—material 
capital an agent of production; and, pro- 
vided that material capital is maintained 
intact in some sense, all that has been pro- 
duced is income and could be used up with- 
out impoverishing real capital. Given such 
a definition, one can then ask: how will 
one treat certain items to fit in with it? 
Great difficulties occur when one considers 
changing price levels, and some questions 
must be settled arbitrarily, e.g. are enter- 
tainment expenses to be reckoned as costs 
or a part of income? This whole question 
must be tackled from first principles, and, 
although recognized accounting procedure 
may assist in its analysis, the answer will 
not be found merely by integrating the 
“best’’ of existing procedures. 
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I am tempted to suggest that accoun- 
tants would find that a good deal of light 
is thrown on these matters in the discus- 
sions of economists on the definition and 
measurements of such concepts as national 
income, national capital, and similar aggre- 
gates. I have a feeling that what is appro- 
priate in the measurement of national 
aggregates would also prove appropriate in 
the measurement of most of the corres- 
ponding items for individual economic 
entities. Thus, for depreciation, current 
replacement cost per unit of the equip- 
ment’s capacity seems indicated, as does 
the limiting of the effect of inventory 
changes on income to the current value of 
the physical change in inventories. 


Mr. Greenwood has issued a challenge to 
economists. That challenge should be met, 
and I am in complete sympathy with it. 
But may I venture to say that it may re- 
quire some change of heart on the part of 
some accountants. I have found that some 
practising accountants regarding them- 
selves as ‘‘practical’’ men are prone to dis- 
parage economists as theoreticians — aca- 
demic and unrealistic. Oddly enough, this 
is probably what the men on the job in the 
factory think about the accountants them- 
selves. These problems require a great deal 
of basic thought and research which so far 
has been done principally by the econo- 
mists. The alternative to basic theorizing 
on these matters is the rule-of-thumb tech- 
nique. Do these practical men really advo- 
2ate that? Do they wish to proceed with- 
out any basic ideas? Do they believe that 
their point of view, derived from an inten- 
sive acquaintance with a particular corner 
of commerce and industry, is the whole 
truth and that the economists’ extensive 
survey of the economy as a unity is mere 
theoretical vaporizing? There is a crying 
need for basic theoretical work to be done 
in accountancy, and to be done by men 
whose whole time is not taken up in the 
practical day-to-day detail of business life. 


I have very great pleasure in moving 
this vote of thanks to Mr. Greenwood for 
what has been a useful and stimulating 
paper, and I hope that his challenges will 
be met by the accountants and the econo- 
mists and—dare I hope ?—even by the tax 
gatherers. 
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COMMENTARY BY MR. R. J. MAIR, A.I.C.A. 
SECOND COMMISSIONER OF TAXATION 


All present are indebted to Mr. Green- 
wood for a most stimulating address well 
worthy to take its place amongst the re- 
search lectures that have been sponsored by 
the Commonwealth Institute of Accoun- 
tants. 

It is apparent that the quality of the 
lecture follows not from chance, but from 
the careful research and also great thought 
on Mr. Greenwood’s part. It is a tribute 
to our lecturer that as a result of his efforts 
there has opened up before us a wide field 
for thought and research on our part. 

In the concluding part of-his address, 
Mr. Greenwood issued challenges to several 
groups of individuals to move in the direc- 
tion of eliminating conflict between accep- 
ted principles of accounting and the prin- 
ciples underlying the income taxing mach- 
inery. His first challenge was to those who 
formulate and administer the taxation 
laws. 

[I would suggest that in point of time 
those are the people who must make the 
last contribution in this regard. Whatever 
may be said in criticism of our taxing 
legislation, it is at least well codified and 
extensively explained in the body of de- 
cisions by the various appeal tribunals. It 
is for the most part precise, and it does 
give effect to principles that are recogniz- 
able and defensible even if they are some- 
times contentious. 

There is not in existence the same precise 
statement of accounting principles, and 
Mr. Greenwood was justified in addressing 
his most serious challenge to the accoun- 
taney profession. If principles and stan- 
dards of accounting were well established, 
the framers of the taxing legislation and 
the administrators might have a clear idea 
of the thing with which they are expected 
to integrate. As it is, even if principles are 
recognized by common usage, the standards 
associated with those principles are vari- 
able. 

Mr. Greenwood spoke of accounting as 
an art, and mentioned that two accoun- 
tants working on the same enterprise would 


most likely produce accounts which were 
not identical, because of differences of 
opinion as to the proper provisions for de- 
preciation, doubtful debts, contingencies, 
valuation of stock in trade, work in pro- 
gress, etc. 

It may be because of this element of art 
in accounting that there is, in fact, no clear 
pattern of accounting principles and stan- 
dards with which taxing principles might 
be integrated. 

To make integration possible, it may be 
necessary to abandon the idea of account- 
ing as an art and develop it as an exact 
science, complete with a body of firm laws 
and fixed formulae. An alternative, of 
course, would be to take the exactness out 
of the taxing laws and make an ‘‘art”’ of 
tax assessing. I can well imagine the re- 
ception which would be given to such an 
alternative by the Australian taxpayer, 
not to mention the Commissioner. 


In the course of his lecture, Mr. Green- 
wood made mention of American taxation 
provisions which would appear to adapt 
taxing machinery so that the calculation of 
taxable income would follow along the lines 
of the calculation of profits for accounting 
purposes. The tendency in our own legis- 
lation is to be precise in providing for the 
calculation of taxable income, and I think 
that it should be kept that way in the in- 
terest of maintaining an equitable spread 
of the tax burden as between different tax- 
payer classes. Actually, a comparatively 
small section of our taxing laws is related 
to the discretion exercised by the Commis- 
sioner, and I think that our legislation 
gains because of this fact. 


There can be no doubt of the great ad- 
vantages which would result if a common 
approach were made possible in the caleu- 
lation of profits by accountants and taxable 
income by the Taxation Department; and, 
if the lecture leads to steps being taken in 
this direction, Mr. Greenwood will have 
done a great service to the business com- 
munity of Australia. 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


MANAGEMENT ACCOUNTING 


A novel and interesting method of con- 
ducting a discussion on an important as- 
pect of management accounting is reported 
in The Cost Accountant, June, under the 
title ‘‘Budgeting for Profit (A Conversa- 
tion Piece),’” by H. Kirkham and F. Wol- 
stenholme. This discussion took the form 
of a conversation between two speakers at 
a meeting of the Manchester and District 
Branch of the Imstitute of Cost and Works 
Accountants. The speakers made it clear 
that they regarded budgeting as a tool of 
management, the value of which depends 
upon its effective use. They proceeded to 
an examination of the nature of profit and 
of the factors affecting it, and the ways in 
which profits may be maximized. The ways 
are: to reduce costs, either by increasing 
selling price or increasing volume; to in- 
crease turnover; or both. Interesting com- 
ments were made also on the budget pro- 
gramme, including preparation of sales 
forecasts, production programmes, and cost 
budgets, and there was a critical examina- 
tion of the usefulness of the break-even 
chart. Perhaps the keynote of the discus- 
sion was in the injunction by one of the 
speakers to ‘‘make technique your servant, 
not your master.”’ 

Budgetary problems are also the subject 
of an article in The New York Certified 
Public Accountant, May, by Eugene P. 
Hagan, under the title ‘‘ Budgetary Prob- 
lems in the Light of the Current Emer- 
gency.’’ In a period of general business 
expansion, it is more than ever imperative 
that small manufacturers should adopt 
budgeting. Defence and mobilization plans 
are presenting to small firms problems of 
growth. Budgeting means ar. orderly, sys- 
tematic approach to these problems, instead 
of incomplete or hastily prepared calcula- 
tions. The article discusses in some detail 
budgets of sales, production, materials, 
purchases, labour, manufacturing expenses, 
selling and administration expenses, and 
cash. 

Two articles in The Accounting Review, 
July, present new thoughts on the question 


of the accounting treatment of indirect 
costs. The first, by John A. Beckett, is a 
study of the principles of allocating costs. 
The writer of this article begins by posing 
three questions :— 

(a) What purpose is served by allocat- 
ing costs? 

Should indirect costs be allocated or 
should one stop short when direct 
costs have been assigned ? 

(ec) Should some indirect costs be allo- 
cated and others not? 

Generally, there are three distinct methods 
of assignment of costs which have been col- 
lected in functional groups. These methods 
are :— 

(1) by direct application, as, for ex- 
ample, when power costs are as- 
signed according to meter readings; 
by allocation, where there is a defi- 
nite and fairly close relationship ; 
and 
by proration, where no demon- 
strable relationship exists. 

The answer to the three questions depends 
on the purpose of cost accumulation. This 
may be profit measurement and general 
control, cost planning and control, product 
pricing, or appraisal of alternative courses 
of action. Allocation and proration of in- 
direct costs are important and essential in 
the orthodox measurement of profit; for 
pricing purposes they have a definite and 
valuable use; for cost control, however, 
they appear to be valueless and inconsis- 
tent with the basic philosophy of cost con- 
trols, which is to gather costs in ‘‘homo- 
geneous packages of responsibility.’’ For 
the purposes of guidance as to alternative 
courses of action, allocation and proration 
are both good and bad, and it takes a good 
man to know when each is the case. 

The second article, by Donald L. Raun, 
deals with the problem of fixed charges. 
Unless costing adds more to profit than 
the expense it involves, it fails in its objec- 
tive. The major uses of production-cost ac- 
counting are valuation of inventories, de- 
termination of profit results by product 
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classes, aid in price determination, and 
provision of information for control of 
manufacturing operations through stan- 
dards and budgets. To control costs, man- 
agement needs information concerning con- 
trollable costs. To determine selling price, 
total costs and variable product costs are 
needed. A clear distinction between fixed 
and variable costs is always essential, and 
conventional cost systems can provide very 
misleading information when the effects of 
variations in volume of activity are not 
closely studied. The question arises whether 
complete product costs help in pricing or 
in operational planning. The writer be- 
lieves that the allocation of overhead is 
largely unprofitable work. He goes on to 
discuss an alternative to the conventional 
cost system, which is to calculate variable 
unit costs only. Objections to the alterna- 
tive are examined and answered from the 
standpoint of its effect on inventory valua- 
tion, and its supposed inadequacy for 
pricing purposes. 

Harry A. Lipson, in The Journal of Ac- 
countancy, July, describes how accounting 
service can provide control and decision- 
making help to small retailers. The various 
aids discussed are financial statements, 
merchandise budgets, the retail inventory 
method of determining gross profit, careful 
expense planning, and the establishment 
of standards of productivity. 

In The Accountants’ Journal (N.Z.), 
June, R. M. Kay, discussing factory labour 
records, deals with the forms of records 
required to comply with the Factories Act 
in New Zealand, and with labour reports 
for management. The records required 
under the factories legislation are many 
and varied—how many and how varied is 
indicated by the following list :— 

Wages and time book, 

Accident register, 

Overtime warrants for females, 

Individual overtime records, 

Permits to employees, 

Outworkers, 

Record of annual holidays, 

Record of income tax deductions, 

National employment returns, 

Employers’ liability insurance re- 
turns, 


December, 1951 


Census and statistics returns. 
In the section of the article which deals 
with labour returns for management, par- 
ticular attention is given to records relat- 
ing to labour turnover. 


In The Canadian Chartered Accountant, 
May, James E. Smyth, in a memorandum 
on the accounting meaning of inventory 
profit, distinguishes between the colloquial 
and the accounting sense of the term ‘‘in- 
ventory profits.’’ In the colloquial sense, 
these profits are those which a rise in price- 
level makes possible; in the accounting 
sense, they are the increase in reported in- 
come which follows exclusively from the 
placing of a higher unit cost on the items 
in closing inventory than has been used in 
valuing the opening inventory. They are, 
thus, part of the consequences of a rising 
price-level. The article is accompanied by 
a table showing :— 

(a) the difference between profits caleu- 
lated on the LIFO and FIFO bases: 
this is inventory profit in the ac- 
counting sense ; 
the additional increases in profit re- 
sulting from fixing selling prices by 
marking up from replacement cost: 
this is inventory profit in the collo- 
quial sense. 

A very thorough examination is made by 
H. W. Glasgow, in The Accountants’ 
Journal (N.Z.), May, of the problems of 
physical stocktaking. The key to efficient 
physical stocktaking is clear and careful 
planning in the initial stages. The article 
covers in detail an examination of prelimin- 
ary arrangements, the organization and de- 
tail of the stocktaking, processing and 
summarization of the inventory, adjust- 
ments at inventory time, and the prepara- 
tion of an inventory manual. 


An article, by E. V. Harber, on garage 
accounting appears in The Accountant, 26 
May and 6 June. This is a broad outline of 
a system which had been in operation for 
a multi-branch public company for twenty 
years, and which is therefore applicable 
also to single-unit businesses. Topics dealt 
with include accounting for sales of petrol, 
oil, accessories, tyres, cars, car insurance, 
ear hire, casual and permanent garaging, 
greasing, washing and repairs, and work- 
shop operations. Incentive systems are also 
discussed. 
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FINANCIAL STATEMENTS 


John N. Myer, an original thinker on the 
form of the disposition of funds statement, 
and a recognized authority on analysis and 
interpretation of accounting statements, 
has an article in The New York Certified 
Public Accountant, May, on the funds 
statement. He describes three different ap- 
proaches to the preparation of this state- 
ment :—- 

(a) the net resources or capital basis; 

(b) the working capital basis; and 

(ce) the cash basis. 

He explains his reason for preferring the 
working capital basis. 

R. W. Sharwood, in Cost and Manage- 
ment (Canada), May, expresses unortho- 
dox views regarding measurement of 
profits in business. The accountant has two 
jobs: to determine profits, and to interpret 
them to those who do not understand ac- 
counting. Interpretation of profits involves 
their measurement in relation to some 


yardstick. This should be neither sales nor 


shareholders’ funds, but the total assets 
ventured in the undertaking before deduct- 
ing depreciation of fixed assets. He thinks 
also that the return on the investment 
should be examined both in relation to book 
values and current values of assets. 

There is apparently a substantial body of 
opinion in the United Kingdom which be- 
lieves that the 1948 Companies Act has not 
fully succeeded in its objective so far as 
published accounts are concerned. A short 
article by a London financial journalist in 
Accountancy, June, maintains that, in 
spite of the Act, published profit and loss 
accounts are normally defective, and 
marked by failure to acknowledge the 
spirit that inspired the Cohen Committee 
and the Act. ‘‘ Accountants sometimes tie 
both themselves and shareholders into 
knots by misplaced ingenuity.’’ The 
desiderata for a satisfactory published 
profit and loss account are that it should 
show the trading profit from normal opera- 
tions, and the net profit, after tax, result- 
ing from normal operations; windfall and 
extraordinary items should appear in the 
appropriation account, and should be 
shown after allowing for the tax element 
contained in them. 


The winning entry, that of Jantzen 
(Australia) Ltd., in the 1950 competition 
for form of published accounts, conducted 
by the New South Wales Institute of Man- 
agement, has attracted considerable atten- 
tion overseas. Frank H. Jones, in an article 
on simplified accounts, in The Accoun- 
tants’ Journal (London), June, uses an ex- 
tract from these accounts to illustrate his 
plea for accounts, supplemental to the nor- 
mal accounts, specially prepared for those 
who are unacquainted with the basic prin- 
ciples of accounting. The full set of 
Jantzen accounts is also reproduced with 
favourable comment in Accountancy, June. 

Colin Park, in The Accounting Review, 
July, on working capital and the operating 
cycle, says that the customary classification 
of assets and liabilities, as entirely current 
or non-current, results in an inconsistent 
and unrealistic representation of circulat- 
ing assets and associated obligations. For 
example, if raw materials are held in ex- 
cess of current production needs, to that 
extent they are non-current. What is of 
prime importance is the amount of free 
capital actually available for assignment to 
productive capacity. The proper standard 
for measurement of assets and obligations 
as current or non-current is the operating 
cycle of a business, which, the author main- 
tains, is best ascertained by taking the 
modal average of the length of time inter- 
vening between the acquisition of materials 
and services and their final cash realiza- 
tion. The article includes an illustration of 
a recomputation of working capital on this 
basis. 

In the same issue of The Accounting Re- 
view, William E. Thomas discusses one ap- 
proach to the problem of communicating 
accounting information. The value of any 
accounting report depends on the ability of 
the reader to comprehend the information 
which it contains. The article discusses the 
probable need to coin new words to express 
technical terms, and the use of pictures, 
charts, and diagrams. 

A closely reasoned article in Accounting 
Research, April, by H. C. Edey, entitled 
‘‘A Note on Reserves, Provisions and 
Profits,’’ reaches conclusions which to most 
financial accountants may appear startling. 
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Current Problems—continued 

The article sets out to consider the question 
whether those parts of the 1948 Companies 
Act which relate to reserves and provisions 
have contributed significantly to the ‘‘ade- 
quate disclosure and publication of the re- 
sults of companies.’ Mr. Edey thinks that 
the attempt has been of limited value, and, 
in a sense, dangerous, because it carries the 
suggestion that accurate ‘‘true’’ profit is 
possible. ‘‘The well prepared accounts of 
the future will be, no doubt, those from 
which it will be possible to extract alterna- 
tive profit figures aceording to different 
criteria.’’ The distinction between manage- 
ment and financial accounting is perhaps a 
bad one. One of the most valuable aids to 
the shareholder or investor would be a de- 
tailed and reasoned statement by the direc- 
tors of their estimates of future profits and 
dividends. Annual accounts, including a 
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disposition of funds statement, might then 
be made the basis of comparison of last 
year’s budget with last year’s achieve- 
ment. This is the long-range objective. 
Meanwhile, the best that can be hoped for 
is piecemeal improvement. 

A short note by E. Harman in The Ac- 
countant, 19 May, on consolidated accounts 
—cost of subsidiary company’s shares— 
eriticizes the existing treatment, by which 
pre-acquisition reserves of a subsidiary 
company are excluded from the consoli- 
dated balance sheet. ‘‘The fact that the 
parent company has purchased a reserve 
in the accounts of a subsidiary company in 
no way interferes with the right and auth- 
ority to use the reserve for the purpose for 
which it was created, for example, for con- 
tingencies reserve, to meet a contingency, 
profit and loss account,*to pay a dividend, 
ete.”’ 


ACCOUNTING THEORY 


Is accounting a science or an art? Is the 
basis for accounting conventions their use- 
fulness and practicability rather than their 


‘*truth’’? Should we develop a more uni- 
form and codified set of accounting stan- 
dards, or is it impossible to place account- 
ing on an objective scientific basis? These 
thorny problems are the subject of an 
article by Arthur C. Kelley in The Ac- 
counting Review, July, under the title 
‘‘Can Corporate Incomes be Scientifically 
Ascertained?’’ The writer strongly urges 
the development of objective standards, 
and points out that, so far, we have even 
failed clearly to define net income. Ob- 
stacles to the development of scientific 
methods are :— 

(a) Lack of codified concepts, 
ciples, and standards. 
Absence of a clear-cut definition of 
net income. 

(ec) The undue influence on accounting 
of tax laws. 

Wishful thinking, mental bias, or 
predilection for certain procedures 
on the part of management and ac- 
countants. 

(e) Price fluctuations. 

On the question of price fluctuations, the 
writer thinks that the historical cost basis 
is open to valid criticism. The answer to 
this criticism must be that ‘‘the art of ac- 


prin- 


(b) 


(d) 


counting has always been applied on the 
assumption of a relatively stable value of 
the dollar, because to do otherwise, and cut 
loose from the moorings of historical cost, 
would open up a Pandora’s box of con- 
fusions, annual appraisals, complications, 
and adjustments to recorded dollar values 
which would be a far greater evil than the 
one now prevailing, since objective 
measurements beginning with the historical 
cost of fixed assets would be cast aside and 
superseded by subjective measurements.” 
The whole discussion is conducted in a 
ealm and thoughtful way which is a wel- 
come relief from the tendency of some 
writers on the subject to allow their emo- 
tions to run away with them. 

Bernard F. Magruder, in The Account- 
ing Review, July, discusses a very interest- 
ing problem to which very little attention 
has been given. This is the question 
whether a reserve for self-insurance is 4 
liability, retained earnings, or an offset to 
the assets insured. The article argues that 
insurable risk can be estimated with suff- 
cient accuracy to warrant its current recog- 
nition, and the possibility of a casualty 
should be considered in determining de- 
preciation rates, unless the risk is trans- 
ferred to an insurer. The estimated risk 
should be matched against revenue of the 
periods benefiting from the asset, and the 
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resulting credit is properly shown as a de- 
duction from the asset. 

In The Accounting Review, July, Philip 
Warriner discusses how statistical analysis 
ean serve accountants. Index numbers 
could be used by accountants in dealing 
with the inflation problem, and for other 
purposes. Mr. Warriner is an advocate of 
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the use of index numbers in statements pre- 
pared for the information of management 
at least. Statistical analysis is also valuable 
in research into cost-volume relationships, 
and the statistical sampling technique can 
be used by auditors. For public accoun- 
tants, statistical methods can be applied to 
reporting on trends and average earnings- 
volume relationship. 


FOREIGN BRANCH ACCOUNTS 


An unusually thorough examination by 
W. T. Baxter and B. S. Yamey of the 
theory of foreign branch accounts appears 
in Accounting Research, April. This is a 
consideration of the conventional rules of 
conversion of accounts expressed in foreign 
currencies in the light of the main prin- 
ciples of accounting. The authors believe 


that the conventional rules need overhaul, 
especially in times of changing money 
values. In particular, a considerable por- 
tion of the article is devoted to discussion 
of profit on exchange—what it is, how it 
arises, and its dangers in the light of the 
principle that credit should not be taken 
for unrealized gains. 


INDIRECT TAXES 


R. W. Moon, in Accounting Research, 
April, examines the impact of indirect 
taxes on cost. Indirect taxes include local 
rates, social insurance contributions, duties 
on petrol, oil and motor vehicles, protec- 
tive duties, post office net revenue, stamp 
duties, and purchase tax. Taxes on produc- 
tion now amount in the United Kingdom 
to £370,000,000 per annum, of which 
£300,000,000 is passed on. To this must be 
added the collection costs thrown on pro- 
duction, as in the case of pay-as-you-earn 


taxation and excise duties. These burdens 
on production are doubtless an obstacle to 
export trade. Subsidies (or negative in- 
direct taxes) include some direct subsidies 
to specified industries, but these are few, 
and are quite unrelated to and entirely dis- 
proportionate to the heavy and general 
burden of taxes on production. Mr. Moon 
believes that the Government’s own policy 
on taxation tends to force up prices direct- 
ly, and this has indirect effects on the cost 
of living. 


CAPITAL REDUCTION 


Spencer G. Maurice, a barrister-at-law, 
in The Accountant, 9 June, reviews the 
statute and case law on the subject of the 
interests of creditors and shareholders in 


reduction of a company’s capital. Com- 
pany capital reductions are, of course, un- 
usual at the present time, but the time may 
well come when the course of events will 
be reversed. 


SOCIAL ACCOUNTING 


“The Measurement of Productive Effi- 
ciency,’’ in Accounting Research, April, is 
a preliminary report of the sub-committee 
of the Incorporated Accountants Research 
Committee into the question of the 
measurement of productive efficiency. The 
sub-committee suggests an operating ac- 
count designed in ‘‘value added’’ terms, 
from which various measures of produc- 
tivity may then be sought. Suggested 
measures are value of product per £ of 
Operative labour cost, value of product per 


£ of real capital investment, value of pro- 
duct per head of operative labour, value of 
product per horsepower of plant utiliza- 
tion. 


Other measures which might be used are 
operating surplus per unit of output, as a 
function of the real assets employed, as a 
function of total input factor costs, or as a 
function of the product. 


The suggested simple form of operating 
account is as under :— 
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OPERATING ACTIVITY 
Output Value Added 
I. Net Sauzs of goods and services*. . x 
II. Minus net purchases of goods and 
servicest varying with outputx 


x 
x 


Input Allocations 
I. Lasour — Wages and salaries 
and social insurance contri- 
butions— 
i. Direct or operative .. ..X 
ii. Ancillary — ss ie, ee 
—x 
iii. Selling and distribution .. ..x 
iv. Administration and manage- 
ment ta es ee ee — cae 
—x 
II. Caprrat— 
i. Rents (imputed or actual)— 
(1) Factory Re eS 
(2) Warehouse and _§ sales- 
eR : 
(3) Office So cate det bac 
—x 
ii. Depreciation of real assets, 
measured in terms of end- 
period prices... .. .. .. 
ii. Interest on real assets (exclud- 
ing buildings), employed 
during the period of acceunt, 
and measured in terms of 
end-period prices .. .. ..X 
—- Xx 


x 


x 


. OPERATING SURPLUS 


III. CHANGEs in inventoriest 
x 
IV. Minus net purchases of goods and 


services related to productive faci- 
lities, not varying with output .. x 


TotTaL VALUE ADDED 


AUDITING 


Edward J. Taylor, in an article entitled 
‘‘The Auditor Makes His Report,’’ in The 
New York Certified Public Accountant, 
June, opens with a quotation from R. H. 
Montgomery: ‘‘What shall it benefit the 
client if the auditor performs the highest 
grade of professional work, and is unable 
to present his results in a form acceptable 
and comprehensible to his client?’’ Com- 
mon faults in audit reports are verbosity or 
cryptic expressions, rambling structure, 
shallow content, lack of clear-cut convic- 
tion on matters of principle and conse- 
quence, and inept expressions. Several com- 
mon examples of these faults are cited. The 
article discusses also problems of disclosure 


in financial statements. 

For some time articles on auditing in the 
American journals have been mainly con- 
cerned with the audit of small businesses. 
Paul Grady, in The Journal of Accouwn- 
tancy, May, turns his attention to the 
special technique needed in the audit of 
large business enterprises. The auditor 
should beware of entering into activities in 
which he is not expert, and of too great 
preoccupation with clerical work. His 
principal suggestion is that time spent m 
obtaining evidential matter by examina- 
tion of accounting records be curtailed, and 
that a greater portion of the auditor’s time 
be spent in the more essential pursuits of 


* After deducting returns, allowances, discounts, and bad debts. 


t After deducting returns, allowances, and discounts. 


Indirect taxes are included in purchases. 


t Subject to the valuation suggestions made in the text. 
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gaining a better acquaintance with the 
people who are running the business, how 
they are organized to do their work, their 
methods and procedures, and a rational 
understanding of the results accomplished. 
In The Journal of Accountancy, June, 
Leonard F. Beckers makes an interesting 
suggestion for a new audit programme 
based on quarterly transactions, in order 
to relieve the pressure of work at the year- 
end. Apparently a large number of cor- 
porations in U.S.A. end their operating 
year on 31 December. It is suggested that 
an examination of financial statements as 
at some other month-end during the final 
quarter of the year, and procedures worked 
out for evaluation of transactions for the 
rest of the year, would be quite satisfac- 
tory, and would greatly relieve the 
pressure of peak-period work. A comment 
on the article by George Carlson is gen- 
erally favourable to the suggestion, though 
it points out that the standard form of 
audit report used in the United States may 
need modification if this procedure is 
adopted. 


In The Journal of Accountancy, July, 
E. K. Redfern, on how weak accounting 


systems encourage employee embezzle- 
ments, includes four ease histories. One, 
oddly enough, was a case of embezzlement 
from the prisoners’ fund in a prison, con- 
cealed by the use more than once of with- 
drawal slips signed by prisoners. Another 
was a case of misappropriation from im- 
prest funds in a manufacturing company, 
concealed by cash receipt entries, purport- 
ing to reduce the amount of the imprest 
funds, these entries in turn being covered 
by cheque splitting, and by the drawing of 
irregular cheques. The third case was of 
suppression of receipts from members of a 
club, covered by crediting the members’ 
ledger accounts by the use over again of 
vouchers already paid, and by false pur- 
chase invoices. The fourth case was of mis- 
appropriation in a bank by an officer, con- 
cealed by charging cheques drawn by him 
to collection account instead of to his per- 
sonal account. The same issue of The 
Journal of Accountancy also contains a 
list of eight of the more common methods 
used to cover up theft. These are :— 

(1) Paying accounts to fictitious firms. 

(2) Extraction of ledger sheets. 

(3) Raising of the amounts of cheques. 


The Australian Accountant 


459 


(4) Issuing cheques purporting to be for 
returned goods, which in fact were 
not returned. 

‘Swapping horses’’—a new and 
very apt description of the device 
commonly referred to as cheque 
splitting. 
Reducing 
voices. 
Raising the amounts of purchase in- 
voices and cheques after payment. 
Invoicing goods too cheaply and get- 
ting cash rebates from the cus- 
tomers. 

Kenneth W. Robinson, in The Journal of 
Accountancy, May, says that the accoun- 
tant’s usefulness as an expert witness 
grows as business gets more complex. The 
article deals with the necessity for indepen- 
dence and freedom from bias on the part of 
an expert witness, for adequate prepara- 
tion for testimony, and for the use of lucid 
exhibits. It deals also with the conduct of 
the witness in answers to questions, and 
the giving of candid and frank evidence. 

The addresses of the publications referred to in 
this article are as follows:— 

The Cost Accountant, 
63 Portland Place, 
London W.1, England. 
The New York Certified Public Accountant, 
677 Fifth Ave nue, 
New York 22, 
The Accounting Review, 
450 Ahnaip Street, 
Manasha, Wisconsin, U.S.A. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., U.S.A. 
The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, Ontario, Canada. 
The Accountants’ Journal (N.Z.), 
York House, 
Lambton Quay, Wellington C.1, N.Z. 
The Accountant, 
4 Drapers Gardens, 
Throgmorton Avenue, 
London E.C.2, England. 
Cost and Management, 
66 King Street East, 
Hamilton, Ontario, Canada. 
Accountancy, 
Incorporated Accountants Hall, 
Temple Place, Victoria Embankment, 
London W.C.2, England. 
The Accountants’ Journal (London), 
22 Bedford Square, 
London W.C.1, England. 
Accounting Research, 
Bentley House, 
200 Euston Road, 
London N.W.1, England. 
A.A.F. 


the amount of sales in- 


N.Y., U.S.A. 
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THE CLEARING HOUSE 


ALLOTMENT LETTERS AND DECEASED SHAREHOLDER’S SHARES 


Two notes in the July ‘‘Clearing 
House’’ have called forth the following re- 
plies from a Melbourne reader. 

1. Allotment Letters 

The necessity for issue of allotment let- 
ters does not depend upon whether or not 
the shares are fully paid up, but whether 
or not notice of allotment is required to 
complete a contract. If the public has been 
invited to subscribe for shares on the basis 
of a prospectus which provides that the 
directors may accept or reject any applica- 
tion wholly or in part, the application for 
shares is in the nature of an offer which 
may or may not be accepted by the com- 
pany. If the offer is accepted and the 
shares allotted, notice of allotment to 
the applicant is formal acceptance of the 
offer, and the contract between the appli- 
cant and the company is then complete. 

As to whether the shares are then fully 
paid up or not does not have any bearing 
on the subject. Up to the time of allotment 
the applicant has the right to withdraw his 
offer. 

Where shares are offered by a company 
to its existing shareholders or others on the 
basis that the offerees may take up them- 
selves or, in some instances, renounce their 
rights in favour of others, the company’s 
invitation is in the nature of an offer, and 
the cortract is completed when the offeree 
or his nominee lodges his application with 
the company. In these circumstances, 
notice of allotment is not required to com- 
plete the contract, but is sometimes issued 
merely for the convenience of the share- 
holder in case there may be some delay in 
the issue of the share certificates. 

2. Deceased Shareholder’s Shares 

When a member of a company dies, no 
formal alteration in the register can be 
made until action is taken by his legal rep- 
resentatives. Under Victorian law the 
executors or administrators, after produc- 
tion of probate or letters of administration 
to the company, can take any of the fol- 
lowing steps: 

(a) Leave the shares registered in the 
name of the deceased, in which case 
dividend cheques can be drawn if 
desired payable to the ‘‘Estate of 


., deceased.’’ No alteration to the 
register, however, is involved. 
Request the company in writing to 
register the executors or administra- 
tors as holders of the shares in their 
representative capacity, e.g. ‘‘A.B. 
and C.D., as Executors of the Will 
of E.F., deceased.”’ 

Request the company in writing to 
register the executors or adminis- 
trators as the holders of the shares 
in their own right; that is, without 
attaching reference to their repre- 
sentative capacity. 
(d) Transfer the shares to some other 
person or persons. 

A company should decline to register 
shares in any name such as ‘‘Estate of 
J.B., deceased,’’ as this is recognition of a 
trust in a manner not provided by law. It 
also creates difficulties in determining 
voting rights. 

Some problems may arise in regard to 
deceased estates when new issues of shares 
are offered to existing shareholders, and 
the following is regarded as sound practice 
in that connection :— 

(a) Renunciation of rights held by a de- 
ceased estate should not be permit- 
ted unless the executors or adminis- 
trators have produced probate or 
letters of administration to the conm- 
pany, and the renunciation is signed 
by all executors and administrators. 
Some exception may be made where 
the executors in fact are willing to 
indemnify the company against any 
possible loss in accepting their 
renunciation before probate has 
been granted, but a company is not 
bound to take this course. 
Applications to take up the shares 
on behalf of a deceased estate should 
not be accepted other than in the 
names of the executors or adminis- 
trators in their representative cap- 
acity, and probate or letters or ad- 
ministration should have been pre- 
viously produced to the company. It 
may be possible to relax this rule in 
the case of executcrs in fact who 
have not yet received a grant of pro- 
bate if the company is indemnified 


(b) 
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against any loss which may be in- 
curred by acting without production 
of probate. 


If this course is fol- 
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lowed, the company should withhold 
the issue of the share certificate 
until it has received formal evidence 
of the executor’s authority. 


REGISTRATION OF DECEASED HOLDER’S SHARES 


In ‘‘The Clearing House,’’ July issue, 
the views of readers are sought on the share 
registration of deceased holders’ shares, 
and in particular whether a holding may 
be registered as (a) ‘‘Estate J.B., de- 
ceased,’’ or (b) ‘‘X.Y., Executor of J.B., 
deceased.’’ 

In my opinion, the procedure should be 
as follows :— 

When a company is notified of the death 
of a shareholder, the death should be noted 
in the share register without any reference 
to an estate. At that stage the company is 
not in a position to recognize the interest 
in the shares of anyone. Steps should then 
be taken by the company to request that 
probate of the will of deceased should be 
presented, in due course, for notation, and 
such notation then places the company in 
the position of being able to recognize the 
executors who are the legal representatives 
of the estate of which the shares form a 
portion. 

The next step should be to request an 
application by the executors for a trans- 
mission of the shares to them personally. 
However, provided the executors can 


promptly present a stamped transfer from 
them to some other person the transmission 
requirement could be waived. Some execu- 
tors are wary of applying for a trans- 
mission of partly-paid shares because they 
then become personally liable for any calls 
made on such shares. 

Registering an ‘‘X.Y., Executor of J.B., 
deceased,’’ seems to me to be recognizing 
a trust, and should be tolerated for no 
longer than it takes to have a transfer or 
a transmission registered. 

Sometimes executors are faced with the 
problem of the life interest of a beneficiary 
and are reluctant to transfer the shares on 
this account. However, this is no concern 
of the company, and it is highly desirable 
to insist on a transfer or a transmission 
of the shares to the executor, and what he 
then does with the shares is his responsi- 
bility. 

It is highly desirable from a company’s 
point of view to avoid any permanent 
registration in its share register of either 
‘‘estates’’ or ‘‘executors’’ of deceased 
shareholders. 


Sydney. C. M. BARKER, A.I.C.A. 


REGISTRATION OF REPRESENTATIVES OF DECEASED MEMBERS 


In dealing with the query raised by an 
Adelaide correspondent in the July 
“Clearing House,’’ the relevant sections 
125 (1), (2), (3), (4), and (5) of the 
South Australian Companies Act 1934-1939 
should be considered. 

In brief, these sections state that, whilst 
no notice of any trust, express, implied, or 
constructive, shall be entered on the regis- 
ter of members, exceptions may apply to 
allow trustees, executors, or administrators 
of the estate of any deceased person who 
Was registered as holder of a share in any 
company to become registered as the holder 
of that share as such trustee, executor, or 
administrator. 

However, section 125 (4) goes on to say 
that, notwithstanding the registration of 
any person as the holder of any share 
wider the above provision, the company 
may treat such person as absolutely en- 


titled to the share registered in his name, 
and shall be under no obligation or duty 
towards any other. 

As in dealing with all such matters, the 
provisions of the company’s own articles 
must be taken into account, and often there 
is express mention of the procedure to be 
adopted. 

The procedure adopted by one large pub- 
lic company (incorporated in N.S.W.) is 
to register the executor or executors as the 
holder(s) of the shares in their private 
capacities either as sole or joint holders, 
and this is stated in its transmission re- 
quirements: ‘‘Upon transmission the per- 
sonal representatives will be registered in 
their personal capacities and not as execu- 
tors/administrators as the Act under which 
we are registered and our Articles of Asso- 
ciation forbid the recording of trusts in our 
Register of Members.’’ 
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The transmission application form used 
by this company includes a clause: ‘‘And I 
(or we) Agree to take and hold the said 
shares subject to the several conditions 
upon which the said...held the same’’; 
which is necessary to confirm the holding 
in a personal capacity. 

In answer to the specific query, the 
shares could be registered in the name 
“*X.Y., Executor of J.B., Deceased.’’ The 
alternatives would be for them to remain 
registered in the name of J.B., with ‘‘De- 
ceased’’ added, and direct transfer later 
effected to the beneficiaries, or else in the 
name of X.Y. in his private capacity. 
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A further point for consideration is that 
of the type and class of share, viz., are they 
fully paid up or liable for further calls, or 
whether the company is in liquidation. 


Where a personal representative is regis. 
tered in a trustee capacity the Act pro. 
vides that he shall in respect of the share 
be subject to the same liabilities, and no 
more, as he would have been subject to if 
the share had remained registered in the 
name of the deceased person. 


This means that the executor could only 
be called on to the extent that the liability 
could be met by the estate. 


Sydney. J. G. Manion, 


Have you anything to clear? 
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BOOK REVIEWS 


Gunn’s Commonwealth Income Tax Law and Practice: J. A. L. Gunn, with O. E. 
BERGER, J. M. GREENWoOopD, and R. E. O’NeErLL; Butterworth & Co. (Australia) 
Ltd. Pp. lii + 1387, including 159 pp. index. Price, £7 12s., including Butter- 


worths Taxation Service. 


It is a long time since the present re- 
viewer reviewed, in The Australian Ac- 
countant, June 1937, Baldwin and Gunn’s 
Income Tax Laws of Australia. In that 
review it was said: ‘‘The ability and ex- 
perience of the authors and editors had 
aroused expectations that the work would 
prove to be of immense value to taxpayers 
and their agents throughout Australia. A 
perusal of the contents indicates that those 
expectations will be fully realized.’’ 

When the first edition of Gunn’s Com- 
monwealth Income Tax Law and Practice 
appeared in 1943, The Australian Accoun- 
tant (June 1943) said: ‘‘The book is an 
outstanding work on the subject, and Mr. 
Gunn is to be congratulated on the result 
of his efforts to present taxpayers with a 
complete and comprehensive explanation 
of Commonwealth income tax law and 
practice —a stupendous effort in war- 
time.’’ 

The second edition, in which Messrs. 
0. E. Berger, J. M. Greenwood, and R. E. 
O’Neill collaborated with Mr. Gunn, was 
published in 1947, and passed unnoticed in 
our columns: by then the book had become 
an indispensable part of the daily practice 
of accounting. Now the third volume, by 
the same authors, has appeared, and we are 
impelled to say something about it, if only 
in grateful acknowledgment of the count- 
less hours of work that previous editions 
have saved us and the (almost) countless 
fees that we have earned with its assist- 
ance. The fees have been spent, but the 
memory lingers on! 

What can be said that has not already 
been said about this tremendous work— 


about the industry and skill with which the 
authors have annotated every section of 
one of the most complex pieces of income- 
tax legislation in the world; about the care, 
facility for apt selection, and depth of 
understanding which they have applied to 
the interpretation of the Act decisions of 
English, Australian, South African, 
Indian, New Zealand, American, Scottish, 
Irish, and Canadian Courts and taxation 
boards of review; about the clarity ef their 
diction, the orderly arrangement of their 
comments, and (a most important feature) 
the comprehensiveness of the index? 


One is conscious of the risk of indulging 
in hyperbole. But, even at that risk, it 
must be said that the Third Edition is 
better than ever. No reader of The Aus- 
tralian Accountant will need.to be told that 
it is, therefore, very good. To use a figure 
of speech which Mr. Gunn himself has used 
with telling effect, it is so good that 
‘‘wonder dominates the imagination’’ 
when one examines it. 


As in previous editions, the paragraphs 
in the work are numbered consecutively, in 
square brackets. The Service notes are 
numbered likewise, so that it is an easy 
matter for users to keep the book up to 
date. The law as stated in the main volume 
is that which was in force in respect of 
income of the year 1949-50. The first edi- 
tion of the Service, issued contempor- 
aneously with the main volume, covers 
amending legislation introduced while the 
volume was being printed, and applicable 
to income of the year 1950-1. 

A.A.F. 
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LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 
APPORTIONMENT: DIVIDEND RECEIVED AFTER SHAREHOLDER’S 


DEATH OUT OF CAPITAL PROFIT ON SALE OF PART OF 
UNDERTAKING 


Thomas Tilling Ltd. sold part of its 
undertaking, and on 8 November 1948 an- 
nounced in a statement to stockholders that 
it was proposed to recommend a capital 
distribution on 1 April 1949 out of the 
profit ‘‘at the rate of £5 of British Trans- 
port 3% guaranteed stock 1968-73 in res- 
pect of each £1 stock held.’’ The dividend 
was payable to stockholders on the register 
on 21 February 1949, and on and after 
that day the stock was quoted ex dividend. 
An extraordinary general meeting was 
held on 17 March, and the dividend was 
paid on 1 April. The testator died on 27 
February 1949, leaving life tenant and re- 
mainderman, who disputed each other’s 


right to the scrip dividend. 


Counsel for the life tenant relied on Re 
Jowitt, [1922] 2 Ch. 442, in which it was 
held that the Apportionment Act 1870 did 
not apply to a dividend paid out of revenue 
and which was not declared in respect of a 
definite period of time, and submitted that 
the dividend was income of the period in 
which it was received. 


Counsel for the remainderman contended 
that the distribution was made payable in 
respect of a date or period during the 
testator’s lifetime although it was not ac- 
tually paid till after death, and according- 
ly was income accrued prior to death and 
therefore belonged to corpus; that it was 
in respect of a transaction completed before 
death, and the persons to receive it were to 
be determined on a date before death, 
namely 21 February. Moreover, at the 
testator’s death the right to the dividend 
if and when the resolution was passed was 
a separate asset of the deceased’s estate. If 
he had sold the shares they would have 
been ex dividend in the absence of a special 
bargain. 

The latter view prevailed with the Court 
(Chancery Division—per Romer, J.), 
which held that the British Transport 
stock was to be regarded as an accretion to 
the capital of the testator’s residuary estate 
for the purposes of the will. (Re Winder’s 
Will Trusts; Westminster Bank, Ltd. v. 
Faussett and Another, [1951] 2 All E.R. 
362. ) 


BILLS OF EXCHANGE: CHEQUE MADE PAYABLE TO “CASH OR ORDER” 
NOT VALID 


A document drawn in the form of a 
cheque was made payable to ‘‘cash or 
order.’’ It was passed by the holder to a 
third party who, at his request, paid it into 
her bank account and then drew against it 
cheques to meet various commitments of 
the holder. Subsequently the bank refused 
payment on the document. In an action 
on the document by the third party against 


the drawer— 

Held: a document payable to ‘‘cash or 
order’’ was not payable ‘‘to or to the order 
of a specified person, or to bearer’’ within 
the meaning of s. 3 (1) of the Bills of Ex- 
change Act 1882 (Eng.), and, therefore, 
was not a bill of exchange within the mean- 
ing of that section. (Cole v. Milsome, 
[1951] 1 All E.R. 311.) 


SETTLEMENT: COVENANT BY BENEFICIARY TO SETTLE AFTER 
ACQUIRED PROPERTY ON TRUSTS OF A WILL 


A made a settlement when his daughter 
B married C, whereby a fund was settled 
on C for life, then to B for life, remainder 
to such issue of the marriage as C should 


appoint. B covenanted that if she became 
entitled to any property of the value of 
£500 or more from one and the same source, 
she would settle it according to the trusts 
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of A’s will. C died, having appointed the 
fund to a son, who died an infant and in- 
testate. The fund then reverted to B, and 
it was argued that she should settle it 
under her covenant. 

Held (Chancery Division) : As it was not 
the purpose of the covenant to cause to be 
resettled property which had already de- 
volved under the settlement, the interest 
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in remainder was not caught by the coven- 
ant. The after-acquired property clause in 
the settlement was never intended to catch 
property which was already in the settle- 
ment and on which the settlement had 
operated. It would be riliculous that pro- 
perty already in the settlement should 
come into the settlement again and go on 
the limitations of the settlement, and so 
on, in an everlasting succession. (Re 
Rogers Settlement, [1951] 1 All E.R. 236.) 


LANDLORD AND TENANT: MORT GAGE—EFFECT OF ATTORNMENT 
CLAUSE 


A mortgage of a dwelling-house pro- 
vided: ‘‘The mortgagor hereby attorns 
tenant to the [mortgagee] of such parts of 
the property as may at any time be in the 
occupation of the mortgagor at the monthly 
rent of £9 16s. to be paid on the days here- 
inbefore appointed for payment of monthly 
instalments and such rent is to be applied 
in or towards satisfaction of such instal- 
ments. Provided always that the [mort- 
gagee] may at any time without giving 
previous notice in that behalf determine 
the tenancy created by such attornment.”’ 

On the instalments falling into arrear, 
the mortgagee sought an order for posses- 


sion and the mortgagor attempted to set 
up that he was a tenant under the attorn- 
ment clause and that under English legis- 
lation his tenancy was protected. 

Held (Court of Appeal) : on the issue of 
the originating summons the contractual 
relationship, whatever its character, 
created by the attornment clause, in so far 
as it partook of a tenancy, ceased, and 
when the matter came before the Court 
there was no relationship of landlord and 
tenant between the mortgagee and mort- 
gagor. (Portman Building Society v. 
Young, [1951] 1 All E.R. 191.) 


MASTER AND SERVANT: DERMATITIS CONTRACTED THROUGH USE OF 
SYNTHETIC GLUE—FAILURE OF FOREMAN TO INSIST ON USE OF 
PROTECTIVE CREAM 


A workman, who was employed by radio 
and piano manufacturers in their piano- 
fitting shop, had to use synthetic glue in 
sticking pieces of wood together. It was 
well known that this glue could cause der- 
matitis if allowed to dry on the skin, and 
that a protective cream should be applied 
to the hands before starting work, and that 
the hands should be washed if, during 
work, any glue got on to the skin. These 
precautionary measures were set out in a 
government notice on the danger of der- 
matitis from synthetic glue, and a copy of 
the notice was put up in the employers’ 
radio-eabinet shop, where the workman 
had been employed for the first six months 
of his service with the employers and where 
the protective cream was brought to the 
men and regularly used by them. The 
cream was kept in the factory store, to 
which the workmen had access, but none 
was kept in the piano-fitting shop. The 


foreman of this shop did nothing to enforce 
the use of the cream or to encourage the 
men to use it, and none of them used it. 
The workman contracted dermatitis from 
using the glue, and claimed damages from 
the employers on the ground that his in- 
jury resulted from their having failed to 
supply a safe system of working. 

Held: The protective cream should have 
been provided in the shop itself, and a 
system should have been established 
whereby the men used it in accordance 
with the government notice; by failing to 
take these measures, the employers were 
guilty of a breach of duty to the workman, 
and were liable to him in damages. But 
the workman was guilty of contributory 
negligence, and therefore the amount of 
damages should be borne by the parties 
equally. 

Per Cohen, L.J.: Where an employer is 
making use of a dangerous process, it is 
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not enough for him to have available some- 
where in the factory the appliances neces- 
sary to minimize the danger. The system 
of working must be one in which the ap- 
pliances are available at the place where 
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they are needed, and the man in charge of 
the work should be responsible for seeing, 
so far as he can, that the workers make use 
of the appliances provided.’’ (Clifford y. 
Charles H. Challen & Son Ltd., [1951] 1 
All E.R. 72.) 


MASTER AND SERVANT: IMPLIED TERM OF CONTRACT OF SERVICE 
THAT SERVANT NOT REQUIRED TO PERFORM AN ILLEGAL ACT 


On- 11 October 1948, owing to the negli- 
gence of the third defendant, a motor lorry, 
owned by the first and second defendants 
and driven by the third defendant, their 
servant, came into collision with a motor- 
cycle driven by the plaintiff, as a result of 
which the plaintiff suffered injury. In an 
action by the plaintiff against the defen- 
dants, the plaintiff was awarded £4075 
damages and costs. The first and second 
defendants held a policy of insurance 
against third-party risks in respect of the 
lorry, but it was subject to certain condi- 
tions, one of which was not complied with 
at the time of the accident, with the result 
that the lorry was not then covered by the 
policy. In third party proceedings, the 
first and second defendants claimed that 
they were entitled to an indemnity from 
the third defendant in respect of the 
damages and costs awarded to the plaintiff, 
and the third defendant claimed damages 
from the first and second defendants, alleg- 
ing (a) a breach of their statutory duty to 
him under the Road Traffic Act 1930 
(Eng.), s. 35 (1), to keep the lorry insured 
against third-party risks and so provide 
him with an indemnity from the insurance 
company, and (b) breach of an implied 
term of his contract of service that the 
lorry should be so insured. 


Held: (i) Section 35 (1) did not cast on 
an employer any duty in relation to his 
servant to insure against third-party risks 
a vehicle driven by the servant, and there- 
fore the first and second defendants were 
not liable to the third defendant for breach 
of statutory duty by reason of their failure 
to have the lorry covered against third- 
party risks at the time of the accident. 

(ii) There was, however, an implied 
term in a contract of service that the ser- 
vant should not be required to do an un- 
lawful act; accordingly, it was an implied 
term in the third defendant’s contract with 
the first and second defendants that they 
would comply with the provisions of s. 
35(1) of the Act of 1930; and he was en- 
titled to recover against them the amount 
of the damages and costs which he was 
liable to pay to the plaintiff. 

(iii) Although the accident was caused 
by the negligence of the third defendant, 
the fact that the damages fell on the first 
and second defendants was due, not to the 
third defendant’s negligence, but to a 
breach of their duty under s. 35 (1), and 
therefore their claim to be indemnified by 
the third defendant failed. (Gregory v. 
Ford & Ors., [1951] 1 All E.R. 121.) 


LEGAL INTERPRETATION: SUMS PAID TO THIRD PARTY AT REQUEST OF 
CREDITOR—WHETHER PAID DIRECTLY OR INDIRECTLY TO THE 
CREDITOR 


P was the governing director of a com- 
pany until his resignation on 23 December 
1940, and had a current account in its 
books which was debited with various pay- 
ments on his behalf such as charitable sub- 
scriptions and taxes, and credited with 
director’s fees, expense allowances, and 
eash paid in. At the end of 1938 the ac- 
count was in credit £1316, at the end of 
1939 in debit £8850, and at the end of 
1940 it was square but substantial pay- 
ments had been made on behalf of P during 


this period, particularly for income tax 
and sur-tax. 


P had made a settlement upon his grand- 
children on 31 March 1939, whereby the 
trustees were enabled to purchase his 
shares in the company, comprising all those 
issued save one, and it was admitted there- 
fore that the company was a ‘‘body cor- 
porate connected with the settlement” 
within the meaning of U.K. Finance Act, 


s. 40 (3). 
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By the Finance Act 1938, s. 40 (1), any 
capital sum paid, directly or indirectly, by 
trustees of a settlement to the settlor is to 
be treated as income of the settlor to the 
extent of the available income arising 
under the settlement. Section 40 further 
provides: ‘‘(3) For the purpose of this 
section, any capital sum paid to the settlor 
in any year of assessment by any body cor- 
porate connected with the settlement in 
that year shall be treated as having been 
paid by the trustees of the settlement in 
that year.... (5)...in this section—(a) 
the expression ‘capital sum’ means—(i) 
any sum paid by way of loan or repayment 
of a loan; and (ii) any other sum paid 
otherwise than as income, being a sum 
which is not paid for full consideration in 
money or money’s worth...’’ 

Held (House of Lords, Lord Morton of 
Henryton dissenting): on the true con- 
struction of s. 40 (5)(a)(i) the company 
did not make the payments in question ‘‘by 
way of loan’’ to P, and they did not, there- 
fore, constitute a ‘‘capital sum’’ within 
s. 40 (3), and, although the words ‘‘direct- 
ly or indirectly’? were to be read into 
s. 40 (3), the words ‘‘paid to the settlor’’ 
were not thereby so enlarged as to include 
payment to some person other than the 
settlor for that person’s own use and bene- 
fit. 

Lord MacDermott said: ‘‘A man who 
pays his creditor does not pay himself, and 
if his agent discharges the debt on his 
behalf the position in this respect surely 
remains the same. I think the natural 
meaning of the words ‘paid...to the 
settlor’ signifies a payment that goes to 
the settlor, not one that goes away from 
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him, and see no good reason, either within 
s. 40 or without it, for substituting some- 
thing else for the natural meaning. It was 
said for the Crown that it was no straining 
of language, where A paid a sum to B at 
C’s request and for C’s benefit, to say that 
A had paid C. I cannot agree. The person 
paid is B, and no one else, and the con- 
sideration that the payment is advantage- 
ous to C seems to me beside the point so 
far a concerns the construction of the 
material words.’’ 

Both Lord Simonds and Lord Normand 
referred to the famous dictum of Lord 
Tomlin in the Duke of Westminster’s Case, 
[1939] A.C.I.: ‘*...it is said that in 
revenue cases there is a doctrine that the 
Court may ignore the legal position and 
regard what is called ‘the substance of the 
matter’. This supposed doctrine (upon 
which the Commissioners apparently 
acted) seems to rest for its support upon a 
misunderstanding of language used in 
some earlier cases. The sooner this mis- 
understanding is dispelled, and the sup- 
posed doctrine given its quietus, the better 
it will be for all concerned, for the doctrine 
seems to involve substituting ‘the incertain 
and crooked cord of discretion’ for ‘the 
golden and straight met wand of the law’.’’ 

Lord MacDermott somewhat pithily con- 
eluded: ‘‘Tax evasion often places the 
draftsman in great difficulty and it may 
not always be possible to avoid hurting the 
guiltless. But s. 40 seems capable of in- 
volving straightforward transactions to 
such a considerable extent that a decision 
which may encourage the substitution of 
something better need not be a matter for 
regret.’’ (Potts Executors yv. I.R. Comrs., 
[1951] 1 All E.R. 76.) 


CONTRACT: BILLS OF SALE IN FORM OF HIRE PURCHASE AGREEMENT 
—VOID FOR NON-REGISTRATION 


A wished to borrow £400. He obtained 
it from a finance house, B, and signed a 
document in the form of a hire purchase 
agreement showing the £400 as ‘‘balance of 
hire’ to be paid by eighteen equal monthly 
payment plus £50 for ‘‘charges.’’ When A 
was a month in arrear with the sixth instal- 
ment he sold the car and tendered to B the 
balance due. B refused to accept it, and 
Sought to gain possession of the car. A 
thereupon sought a declaration from the 
Court that the so-called hire purchase 
agreement was in reality a bill of sale 


within the meaning of the (English) Bills 
of Sale Act (1878) Amendment Act 1882, 
s. 3, and, being unregistered, was void 
under s. 8. 

Held (King’s Bench Division, per Lord 
Goddard, C.J.) : the main object of the Act 
being to protect borrowers against lenders, 
it was the duty of the Court to look behind 
the documents to discover the true nature 
of the transaction and that the document 
was in truth a bill of sale and was void for 
lack of registration. (Polsky v. S. and A. 
Services, [1951] 1 All E.R. 185.) 
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STUDENTS’ SECTION 


Edited by 
K. C. KEOwN, A.I.C.A., A.M.T.C. 


THE ART OF BOOKKEEPING: SOME HINTS TO BEGINNERS 


by 


R. JENNINGS 


What is Bookkeeping? 


Bookkeeping is the art of recording busi- 
ness transactions, and an art may be de- 
fined as a practical skill. Implied, there- 
fore, is not merely the possession of ade- 
quate knowledge, but also that it should be 
skilfully applied. The process of adequately 
classifying and interpreting the records is 
more properly the field of the accountant. 
The line of demarcation where bookkeeping 
ends and accounting starts may not be 
quite clear to the beginner, but neverthe- 
less the two functions are quite distinct. 
Yet even if we take bookkeeping in its 
narrow sense, it still means something more 
than the mere knowledge of double-entry 
recording up to the trial balance or balance 
sheet stage. It means being able to apply 
that knowledge well. 


Qualities Required 


The student should realize at the outset 
that there are certain attributes which he 
must quickly acquire if he is to qualify as 
a good bookkeeper — qualities of neatness 
and accuracy, a sense of orderliness, and a 
capacity for logical thought. Some of us 
are inclined to take these qualities for 
granted, but their importance is no less 
real, for they are part and parcel of the 
make up of every accountant and auditor. 
Bookkeeping is a subject where careless- 
ness, shoddy work, and slap-dash methods 
are anathema. Bad workmanship is not 
enly bad training, it is also one of the un- 
derlying reasons for careless errors, lost 
time on problems and consequent examina- 
tion difficulties, as well as being an eyesore 
to the examiner and to anyone else viewing 
the effort. The term ‘‘accountant’’ implies 
a trained mind, and the student will only 
be fooling himself if he thinks he can 
qualify for a profession whose very essence 


is method, order, and logie by being un- 
methodical and careless. A mental outlook 
such as that is itself illogical! 

Of all the hundreds of persons who set 
out to study accountancy, it is doubtful 
whether one out of every ten who start a 
course ever finish it, and the reason 
very often not want of intelligence but 
simply lack of sufficient self-discipline on 
the student’s part at the outset. That this 
is basically true is evidenced from the fact 
that, with few exceptions, it is possible 
after even a few weeks to pick out the per- 
sons who will probably pass at the end of 
the year, and likewise those whose pros- 
pects are remote—merely by looking at the 
way in which their work is presented. A 
capacity to take pains is said to be the 
hall-mark of genius. Well, one does not 
need to be genius to be a good book- 
keeper, but it is essential to cultivate a 
sense of pride in one’s work, and being a 
good bookkeeper is the first step on the 
road to being a good accountant. ‘‘God’s 
greatest gift is Commonsense!’’ As a 
working motto that statement can be as 
useful a guide in the study of accountancy 
as in other things. Let us therefore apply 
the principles of commonsense to our 
study and see what assistance we can derive 
therefrom. 


is 


a 


se 


Determination 

The first point which occurs to one is 
this: Having started the course (and pre- 
sumably paid your fees) make up your 
mind to finish it! It is a poor sort of an 
athlete who starts in a race and pulls out 
when the going gets tough. And it is a 
fact that study, particularly part-time 
evening study, can be hard at times and 
it often requires considerable courage 
(and another word) to see the job 
through. There is no need to be afraid 
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of a failure as such—that in itself is noth- 
ing. Most of us have failed in something 
at some time or other, and remember that 
nothing worthwhile was ever gained with- 
out effort. If some portions of the work 
prove difficult, your instructor’s advice 
is there for the asking. 


Attitude to Work 


Something has already been said of the 
mental attitude necessary to approach the 
study of accountancy. So far as_book- 
keeping itself is concerned, it is a good 
idea to regard the many exercises not as 
so much work which must be done, but 
rather as problems to test your skill. 
Treat them as you would cross-words or 
other puzzles and it is surprising how 
much sheer enjoyment it is possible to 
derive from hard work—particularly in 
the glow of satisfaction which comes from 
“getting out’’ a difficult problem correctly. 


Planning 

There are so many interruptions which 
continually beset the part-time evening 
student — family responsibilities, visitors, 
dates, sport, ete., all eating into the 
limited time he has available—that it is 
essential to plan one’s work adequately. 
So make a time-table and stick to it. The 
student himself is the best judge as to 
how much time should be allotted to each 
subject per week, and if time is lost every 
effort should be made to make it up the 
same week. A corollary to the foregoing 
is to plan your recreation time also, especi- 
ally if burdened with more than two sub- 
jects. For health reasons, it is equally 
essential to see that amusement and 
physical recreation have their proper allo- 
cation, otherwise your studies may suffer 
in the long run. 


Regular Practice 


Bookkeeping, as the major subject in 
the study of accountancy, requires a large 
amount of time in the working of prac- 
tical exercises, and there is one point here 
which cannot be emphasized too strongly 
—the practice must be regular. W hilst 
this applies to the study of almost any 
subject, it is possible to some extent to 
“swot?? legal subjects intensively but it 
is impossible to do this with more ad- 
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vanced bookkeeping topics. The student 
can read a new chapter of the text book 
and perhaps follow it perfectly, but he 
does not know it. Let him close the book 
and try to re-work even the same ex- 
ample! It is only by regular practice of the 
various problems that experience and 
fluency can be developed for examination 
purposes. Do not think that you can put 
off the hard work until revising later in 
the year. It is generally too late then. 
Stez vdy work in the first term pays far 
bigger dividends. 


Attendance 

Then there is that bugbear of instruc- 
tors—the irregular student, or the student, 
eapable enough if he puts his mind to the 
job, who is making only a _ half-hearted 
effort when the work of the year is well 
advanced. This lassitude is obvious by late 
or non-attendance at lectures and by exer- 
cises hurriedly done or not done at all. The 
annoyance is caused not merely in the 
waste of the instructor’s time, which eould 
be more usefully devoted to others, but also 
because he realizes the utter futility of the 
student’s effort as the latter’s failure is 
practically a foregone conclusion. It is 
difficult to understand the attitude of such 
a person. Having spent all that time and 
effort in getting as far as he has, surely it 
is commonsense to tackle the remaining 
hurdles with vigour, otherwise the whole 
race is run in vain. Or to put it bluntly, 
why bother continuing at all if one does not 
intend to try? The habit of missing occa- 
sional lectures is generally the cause of 
falling into arrears with assignments, be- 
cause the connecting link is broken and the 
student has only a hazy idea of the proper 
approach to that particular topic. 


Study Partnerships 


Some people do not advocate study 
groups or partnerships as an aid, but they 
ean often be found useful if two students 
live handy to each other. The old prin- 
ciple of two minds being better than one 
saves many valuable hours, and often 
points a new approach to a problem which 
each student individually had not appre- 
ciated. After all, the purpose behind the 
exercises is for the student to learn how 
to cope with the various problems—not to 
be puzzled by them. 
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Accuracy 

The prime essential in the recording of 
business transactions is, of course, ac- 
curacy, and the first step to accuracy is 
the making of good, clear figures. It 
should hardly be necessary to stress the 
necessity for entering units, tens, and hun- 
dreds neatly in alignment in the journal 
and ledger, yet careless work in this direc- 
tion often leads to mistakes and inability 
to balance accounts correctly. If neat and 
accurate work is encouraged at the outset 
the student will reap the benefit as his 
study of the subject progresses. Later on, 
when more difficult problems are attemp- 
ted, the virtue of hurrying slowly will be 
appreciated, as many valuable hours can 
be lost both on problems and in daily prac- 
tice which could have been avoided by a 
little care. 

Care should also be taken to see that the 
correct method of posting from the journal 
to the ledger is followed, that all appro- 
priate dates are inserted, and that one’s 
additions are correct when bringing down 


and carrying forward balances ete. It does 
not do any harm to check your figures as 
an aid to accuracy in this respect. Arith- 
metical short cuts should be used wherever 
possible (decimalizing of money, etc.), and 
when using working papers do not scribble 


them. Not only is the liability to error 
greatly increased, but such workings are 
difficult for the student himself to follow, 
and often have to be done again. 

The standard difficulty with beginners is 
inability to get out a balance sheet correct- 
ly from a given list of ledged balances after 
incorporating balance-day adjustments. 
This is usually because sufficient care is 
not taken to ensure that the double entry 
is completed and because the problem is not 
tackled in a methodical and logical manner. 
Practice at problems of this nature should 
be had with the aid of an eight- or ten- 
column trial balance, so that the answer is 
proved before any attempt is made to set 
out the final accounts. 

If the effect of certain transactions is un- 
certain, it is a good idea to jot down on a 
working paper a series of ‘‘T’’ accounts 
and test your journal entries. This will 
often show up ‘‘woolly’’ thinking, especial- 
ly in transactions dealing with bills of ex- 
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change or affecting, say, the capital ac- 
counts of a company. 

Nor is it mere pedantry that the begin- 
ner is asked to be so particular with dates 
ete. (although these may be dispensed with 
on grounds of expediency for individual 
problems). The writer has come across 
cases in practice of experienced persons 
who have omitted elementary information 
of this sort with consequent annoyance to 
anyone looking up a query some time after- 
wards. 

Neatness and Presentation 

Some students, unfortunately, do not 
seem to have the faintest idea how to pre- 
sent an exercise, whether it be simply a 
series of journal entries or the final ae- 
counts of a business. Cramping should be 
avoided at all costs. Paper is not so ex- 
pensive that one’s work should be a picture 
of untidiness. Likewise, the student should 
appreciate that he is learning how books 
should be kept, and his work should en- 
deavour to approximate, at any rate, the 
way in which he would keep such records 
in practice. 

In setting out work, therefore, he should 
strive to present a neat and orderly ar- 
ranged exercise. This does not mean going 
from one extreme to the other and taking 
hours with numerous rulings in coloured 
inks, but it does mean keeping proper 
alignment of words and figures in making 
journal entries, leaving sufficient space in 
ledger accounts for all the requisite en- 
tries, doing necessary rulings properly and 
not by freehand, heading and numbering 
accounts suitably, and setting out a profit 
and loss account and balance sheet with 
ample room to show clearly extensions, sub- 
headings, and a proper classification of ac- 
counts. Do not use ledger paper, for ex- 
ample, in setting out final accounts—use 
double-sided journal paper. 

Of course, in examination work there is 
little time for elaborate workmanship, but 
if the student has trained himself by that 
time to set out his work neatly, the prob- 
lems can be tackled speedily without affect- 
ing their orderly appearance. 


Handwriting 

Other things being equal, perhaps the 
key to good bookkeeping lies in a g 
style of handwriting, so I shall conclude 
these notes with one or two remarks (albeit 
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Students’ Section—continued 
somewhat diffidently) on that subject. It 
always seems rather odd to me to see per- 
sons of average intelligence—and there are 
even some bookkeeping students in this 
eategory—whose brains can control their 
thoughts, who can place their arms and 
legs just where they want them, yet who 
cannot trace simple outlines within two 
straight lines, let alone shape the letters 
into any semblance of regular formation. 
The greatest fault which most bad 
writers possess is that they attempt to 
write with their fingers and hands instead 
of with their whole forearm. This leads to 
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cramping, irregular outlines, and prevents 
that flowing motion essential to smooth 
and facile forms. To obtain necessary free- 
dom, the hand should be held lightly at the 
wrist and the whole forearm used. 

The next step is to practise regularly a 
few simple exercises. The first one is to 
make a series of eggs about the size of the 
margin between the ordinary blue lines on 
foolseap paper. Then vary the size of the 
eggs between double and half. Later, as 
greater control is effected, the circular 
(anti-clockwise) motion will become auto- 
matie and the eggs can be made almost a 
perfect oval at will. 


EXERCISE 1 


va) 
4 


OOO? 


O00 © 


The reason for this exercise is that nearly all the letters of the alphabet are based 
on an egg shape, thus it tends to make them a uniform size and shape. 
The second exercise is to make a series of e’s— 


EXERCISE 2 


This will make the slope of the letters uniform. At first it might be desirable to 
exaggerate the slope of the e’s to an upright position to counteract sharply sloped 
writing. It is perhaps unnecessary to stress that absolute perfection of outline is not 
the immediate objective. Most of us never attain that, but it is essential to cultivate a 
rhythmical movement. 

Regular practice of these two basic exercises will rapidly effect an improvement to 
anyone’s writing in a short time, and the student can easily make up other exercises 
himself; for example— 


EXERCISE 3 


lo & lle w le le le 6 


EXERCISE 4 


DASS AIA AS LAS AS So’ -/ 


EXERCISE 5 
Oozat aw OSC CO OC 


EXERCISE 6 


Dina? Caw” 


Facility in making curls and loops makes flourishes easy, although care should be 
taken not to exaggerate them, as it savours somewhat of affectation as well as wasting 
time. 
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And Elijah Went For His Life 

An old lady once complained that 
Hamlet was ‘‘full of quotations.’’ In- 
finitely more so, the Bible has enriched the 
English language with homely words and 
phrases which are in continual use often, 
alas, by men who have never read the text. 
Oft-time hath the poet drawn from its 
bottomless well. ‘‘Perhaps the selfsame 
voice that found a path through the sad 
heart of Ruth when, sick for home, she 
stood in tears amid the alien corn.’’ How 
many titles to books hath the Book pro- 
vided: ‘‘A bruised reed shall he not break, 
and the smoking flax shall he not quench’”’ 
gives rise not only to the saying ‘‘a broken 
reed,’’ but ‘‘smoking flax’’ provides the 
title to one of Hocking’s novels. 

After King Solomon, Israel and Judah 
were divided into two kingdoms. Israel 
was ruled by evil monarchs. The worst of 
a bad lot was Ahab. Not content merely to 
follow in father’s footsteps, ‘‘he took to 
wife, Jezebel... and went and served Baal 
and worshipped him.’’ As a punishment a 
great drought fell upon the land. Elijah 
challenged Ahab to test who was God: The 
Lord or Baal. The test was in this manner. 
The prophets of Baal were to choose a 
bullock, cut it in pieces, and lay it on wood, 
and put no fire under. Elijah was to do the 
same. The idolators were then to call on 
the name of their gods; and Elijah was to 
call on the name of the Lord. ‘‘And the 
God that answereth by fire, let him be 
God.’’ The challenge was accepted. The 
prophets of Baal called on the name of 
Baal from morning even until noon, ‘‘but 
there was no voice’’ and no fire. After the 
false prophets had failed, Elijah repaired 
the broken-down altar of the Lord and 
placed the pieces of the sacrifice upon it. 
To make the test more severe he saturated 
the bullock and the wood with twelve 
barrels of water, which also filled the 
trench round the altar. When this was done 
he called on his Lord, ‘‘Then the fire of the 
Lord fell, and consumed the burnt sacrifice, 
and the wood, and the stones, and the dust 
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and licked up the water that was in the) 
trench.’’ 

The people fell on their faces and said¥ 
‘“‘The Lord, he is the God.’’ As was the® 
custom of dealing with the defeated, the = 
prophets of Baal were slain. There is cer-¥ 
tainly a distressing amount of homicide in? 
the Old Testament, but on this occasion we § 
need not let horror dominate our imagina- 
tion. The drought broke. The breaking 
began with ‘‘a little cloud out of the sea, ¥ 
like a man’s hand’’ and ended ‘‘with a7 
great rain.”’ 

‘‘And Ahab told Jezebel all that Elijah 
had done, and withal how he had slain all 
the prophets with the sword. Then Jezebel 9 
sent a messenger unto Elijah, saying, ‘$04 
let the Gods do to me, and more also, if I 
make not thy life as the life of one of them 
by tomorrow about this time’. And when 
he [Elijah] saw that, he arose, and went? 
for his life...’’. 

The rest of this story is to be found n@ 
the nineteenth chapter of the first book of 9 
Kings. 9 

The story of the destruction of the® 
prophets of Baal is referred to in Charlotte 7 
Bronté’s Shirley. The following conversa-~ 
tion took place between Helstone (the high © 
Tory clergyman and ardent supporter of 
the war against Napoleon) and Moore (the 
weaver, a ‘‘ Whig dog’’ who was an admirer § 
of Napoleon and who opposed the war] 
because it hurt his trade). 4 

Moore: Does your Peninsular 
please you still? 

Helstone: What do you mean? 

Moore: I mean have you still faith my 
that Baal of a Lord Wellington? ‘ 

Helstone: And what do you mean now! J 

Moore: Do you still believe that this 7 
wooden-faced and pebble-hearted idol of | 
England has power to send fire down from 
heaven to consume the French holocaust 
you want to offer up? 3 

Helstone: I believe Wellington will flog % 
Bonaparte’s marshals into the sea, the day § 
it pleases him to lift his arm. q 

And the row goes on for two more pages. | 
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